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PREFATORY NOTE 


Tins book is intended both for students who are beginning 
tile serious study of Economics, and for those general 
readers who simply desire a brief account of the modem 
theory of Political Economy. Some hints for Supple- 
mentary Reading, selected from three well-known and 
easily accessible works, are given at the end of each 
chapter. 

It is hoped that the questions will be found useful by 
Beading Circles and Discussion Classes. At each meet- 
ing of such a circle tiie questions at the end of one 
chapter should be considered. A short paper on each 
question might be read by one of the students and then 
discussed by the rest, who should have read the chapter 
in question and as much as they can of the supplementary 
books. 

J. E. SYMES. 


Notoingham, 1906, 
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INTRODUCTORY. 

SECTION A. 

OUR SUBJECT. 

Political Economy is the name given to the study 
which investigates the Causes of the Wealth of 
Nations, and of the way in which that Howmuch 
wealth is distributed among the different tots'* 
individuals and classes who get a share ^uted. 
of it. In England, for instance, there is a certain amount 
of wealth, Le. of necessaries, comforts, and luxuries. This 
fact at once suggests two questions— 

How comes it that England possesses so much w'calth, 
neither more nor less ? 

idf How comes it that particular people are able to secure 
that portion of this wealth which they actually do obtain, 
as w'ages, profits, r<mt;, etc. % 

Both que.stions are very complicated, and it is found 
convenient to hogin hy introducing certain limitations. 
hiskadof bwadUjating tU total fomMmisof Eng- Limitation!. 
ltmil,v:ejird amfine owmlvtis to the ammed produce 
of Englidi labour. The w'ealth of England, if year’s pro- 
valued in money, amounts perhaps to 15,000 ** 
millions of pounds ^ the annual produce to 1600 millions, 
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It is witli the latter rather than with the iormer that wa 
shall be chiefly concerned. 

This limitation applies to both the above qnostions. Bnt in 
dealing with the second, we shall generally iut.r<.)duc<.i another 
Limitation a. limitation. The distribution of wealth is, as a 
^w^Distri- flatter of fact, largely aflbctod by customH, law, 
bution a« benevolcnce, dishonesty, and other causes. Bni 
Competition, we shall begm by ingniring how the annual imnlwe 

would he dhtrihuted if only one ca/iise — tin., free comgjdition 

determined the shares which different indmdmls get. We 
shall begin by speaking as if all men were actuated in their 
business relations simply by an enlightened selfishness. In 
doing this we shall not imply that such a mental attitude is 
universal, or even general ; still less shall we hold it up as 
worthy of admiration. But so large a part of the worhr.s 
liusinoss is done on what may be called strictly husiness 
principles, that we shall reach important results by ignoring 
all other motives. In some departments of life this method 
would be valueless. If we were considering, for instance, bow 
the comforts of a family are divided between husband, wife, 
and children, we should evidently have to fix our attention 
on quite other considerations from those which prompt busi- 
ness men to sell their goods at the highest price they can get. 
Even in business, moral and social considerations play a part. 
The diflererices between “ good ” and “ bad ” landlords and 
employers are not mere differences of policy or calculation. 
Nevertheless it may be accepted as a fact, that what wo have 
called business principles are the predominant ones in most 
forms of business in such a country as England ; axul that wo 
fdiall arrive at important approximations to facts, if wo can 
discover how the annual produce of English labour would be 
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distributed among dilforent classes under the influence of free 
competition. 

The question whether any better or juster distribution 
could be In'ought about in otlier ways belongs to a later 
department of Political Economy. The answer we do not 


of human nature, or rather of the effective force effects of 

, Competition 

of different motives among the particular human ave good, 
beings concerning whom the question is put. In some stages 
of civilisation the force of custom secures a better distribution 
of wealth than would take place under free competition. In 
some, the intervention of Government will be more useful or 
necessary than in others, nor can any universal laws be laid 
down to determine whether any particular interference of 
Government will be beneficial. Each case has to bo tried on 
its own merits, and with reference to a particular state of 
society. The preliminary inquiry of Political Economy 
concerns itself not at all with the question how wealth mgU 
to be distributed,, but simply with the question how it immli} 
be distributed if competition were free. It is thus evident 
that the subject of Distribution is treated in the first instance 
quite otlierwise from that of Production. In the latter wo 
shall assume an end to be arrived at, viz., the production of 
much wealth, wdiile in the former we simply inquire into 
results, wdthout regard, in the first instance, to whether those 
results aie desirable or the reverse. Of course it is then 
open to the student to investigate what remedies, if any, are 
available for any results that he deplores ; but this mvc.stiga- 
tion is too difficult and complicated to be dealt with in an 
introductory text-book. It is only referred to here, because 
one of the commonest objections to Political Economy is based 
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on tlio luistake of supposing that ecoiioniists approvo, of tlioso 
results which they show to be the outcome of free competi- 
tion. 

SECTIONS. 

WEALTH. 

^ Bf Wealth we mean all material objects of human 
desire which are not to be obtained for aothmg. 
Wealth and ueces-surics, comforts, and luxuries of life are 

Money. included under the word. He is a “wealthy’^ 
man who possesses many of them. Such a man may have 
no money at all. His wealth may be in the form of factories 
and farms, raw material and manufactured produce, furniture, 
horses, carriages, and so forth. Nor is he wealthy merely 
because he can obtain money by selling some of ihe.se. In 
practice no doubt such a man would (in such a .state of society 
as we are familiar with) sell some of his goods for money. 
But we can conceive a state of society in which money doe.s 
not exist, and in which nevertheless much wealth was to be 
found. 

The inquiries we are about to make into the production 
and distribution of wealth will apply, down to a certain point, 
wec.inbccin ^ socioty. It is fouiid practicable and 

by ignoring convenient to ignore the exi.stencG of Money in 
Money, eai’licr invc.stigations of Political Economy, 

but it will of course be necessary afterwards to ask wlicfcher 
any of our conclusions have to be raodifio<l by the, fact tliai 
all civilised societies employ money. We shall iind that some 
modifications have to bo made, but th(3 lieginnor will probably 
be surprised to discover how little tho first lin'noiplos of our 
subject are aflected by tho existence or non-cxistcnce of 


money. Money is an immense convenience. England could 
certainly not produce anj^thing like the wealth she actually 
produces to-day, without availing herself of this convenience. 
A univcr.sal disuses of money would not immediately diminish 
our weaitli, but it ^v-ould greatly diminish the amount 
produced in the next twelve months, unless some elBcient 
suljstitute were found. Nevertheless we shall be able to 
investigate many questions relating to the production and 
distribution of wealth before considering the functions and 
effects of money. 

There are three kinds of wealth : — 

(1) Such material gifts of nature as can be (0 Natural 

monopolised. wealth. 

(2) Such material products of labour as are direct (2) Products 

objects of human desire. enjoyed 

(3) Such material •products of labour as are (3) Products 
dmoied to the production of other objects of 

desire. ducing. 

The word “ Land ” is somewhat loosely used for group (1). 
It includes minerals, water-courses, and all other natural 
objects and force.s that can be monopolised. The word 
“ Capital ” is used for all forms of wealth that fall under 
group (3). 

It is usual to say that three things are necessary for the 
production of wealth, vik., Land, Labour, and Capital. This 
is inaccurate. There are natural forces at work ^ , 

producing wcalfcii without jidiy intorveEtio.n of prime source 
labour. Moreover, as Capital is itself the product th« Labour ; 
of Labour, it is clear that some wealth can be capital, 
produced without capital. A man placed without capital on 
a desert island might illustra.te this possibility. Nevertheless, 
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as a Blatter of fact, most of the wealth that is prodiuM'd, is pro- 
duced by the co-operation of Labour and Oapit.al with Nature, 

The subject of Production therefore fails under ths-ce 
heads 

Thesubject production, 

of Production. (2) Laboup as ftn agent of production. 

(3) Capital as an agent of production. 

The subject of Distribution must be similarly subdivided 
into : — 

The subject of (1) Rcut, Le. thc .share of the produce which 
Distribution. Secured (under free competition) by those 

who are allowed to exorcise rights of proprietorship over 
natural objects and forces. 

(2) Wages, i.e. the share of the produce which can be 
secured (under free competition) by those who labour at pre 
ducing it. 

(3) Interest, i.e. the share of tlio produce wliich can ho 
secured (under free competition) hy iliose wlio posst.'ss and 
apply the products of labour to the production of more 
wealth.^ 

SECTION a. 

THE AGEN'J’S OF rKODUCTION. 

If wo use the word “l^and” in tlm extended .seiuse witicli 
iias been already explained, it is? evident that aU. imilfJi com& 
Productive- ulUmatiiy from the land, IjsikI provides the raw 
ness of Land. for our food, our clobliti.s, and our housc.s ; 

for our tools and for our ornaments. It .semna unnt‘ce.ssary 
> None of those definitions correspond oxae-tly witii the eonniu'.n use of the 
terms. Thus under “Kent.” w« exclude what is p.^id for ImiUlinRS and 
itnprovomontft. Under “ Wa^jos '* W6 include rciiiunftrftt itm for I in'- Ishour of 
Employee. Under *' Interest ’’ we inchule cmlj what m p.'W'.i, for lo.'tF*.') 
Bppi'ed to Prodttol»on. 
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to dwell on the puroly physical causes which affect the pro- 
ductiveness of land. Tliere are the widest differences of soil 
and climate, of mineral and agricultural possibilities, in 
diffovent }>arts of the earth, but the enumeration of these 
will not lieip us in the investigations wo are entering upon. 

Again, it is only a very small proportion of our wealth 
that is provided without the intervention of Labour and 
Capital, and it is only in connection with these that Political 
Economy cares to deal with the productiveness of land. 

We shall therefore pass at once to the consideration of 
Labour and, Capital as Agents of Production. And here we 
come into the presence of two laws which are of pro(iuctiv«>- 
paramount importance in the theory of Pro- 
duction. They are called the laws of “ Increas- increasing 
ing” and “Diminishing” Peturns, and they simply 
as»sert that there is no necessary proportion he- 
tween the amount of labour or capital applied to land, and 
the amount of wealth that is thereby produced. Suppose 
two farms, equal in every respect, except th:it twice as many 
labourers are engaged on the one as on the other. Wo 
cannot assert, without knowing more of the circumstance.^, 
whether the produce of the former will he exactly twice as 
great, or more than twice a,s great, or less than twice as great, 
as the jiroduce of the latter. 

By the Law of Increasing Returm we mean simply that in 
certain circumstances an increase in labour or capital will 
produce a more than proportional return. 

By the Law of Diminishing Eetwms we mean that in certain 
circumstances the increase in produce will be less than 
proportional i;o the increase in the amount of labour or 
capital. 
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SUPPLEMENTARY READING. 

Mill’s PolUiml Economy, Intmluotion, Rnok i. iii. 

Mahshall’s Elemmta 0/ Economics of V.oiAh j. .-sad if. 

QUESTIONS (with Hints for SnunTus). 

1 . Are slaves, roads, and l>ank-iiote.s io ha regarded as part oi a 
nation’s wealth ? 

Jtre slaves 2nirt of the, nation? Distincpiish carefally hd>m‘.n tohaf, 
wealth to an individual and what is wealth to a nation, 

2. Are any of the following to he regaiahjtl as producers of wealth : 
(1) philosophers, (2) policeineu, (3) actors, (4) Kho]>keeper.s? 

This qtmtion should be answered (a) on the assurnptiim that, only direct 
production is included; (b) on the assumption that indiretd cfects are 
considered. 

3. What reasons may bo given for limiting the “retjuiuitus of p» 
duotion ” to one or two ? 

Jieynember that people, live on wealth that has h<;en savai. 


CHAPTER II 


THE PRODUCTION OF WEALTH. 



SECTION A. 

L.\BOUR AS AN AGENT OF PRODUCTION. 

The productiveness of Labour depends on (a) the personal 
qualities of the labourers, (5) the organisation of their labour, 
(c) the number of the labourers. prodwctive- 

It will not be necessary to dwell on (a). It is Labour de- 
obvious that strength, industry, and skill are 
conducive to production. But careful attention of labourers, 
must be paid to (b) and (c). 

Of the advantages of Orgmisatim, the most striking are 
those included under the head oi Dividon of Labour. This 
enables each man to devote himself more cbm- <6) organi- 
pletely to the work ho is best fitted for ; it .saves ol- 

the time that would otherwise be spent in passing L.f'bour 
from one occupation to another j it increases .skill, and the 
likelihood of inventions by the concentration it induces; it 
economi.se.s tools, machines, and the expenses of technical 
education. Modern industrialism has carried division of 
labour to an extraordinary degree of completeness. In our 
factoiies there are thousands of men, women, and children 
w'hosc whole work consists in constantly repeating some very 
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simple process, and the result is that a huiKired people 
worldng in coinlhnation produce far mmr, than a hmuhrd 
times what the most competent wurkmiui could 

producing . . r. 

increased pruduco by hiiiisolf. This IK an iJlustrution ot 

returns. luive Called the law oE iucreaaiug velunis. 

It obviously gives a certain mlvantago to a douse as ctun- 
pared with a scattered population, and therefore, tihongh it 
is here introduced as an illustration of orgivnisatiou, tlic 
possibility oE carrying it out d.e|,)ends largely on the niunbor 
of labourers available. 

In agriculture, division of labour cannot bo carried out 
to the same extent as in manufacture. In the hnauer, an in- 
crease in the number of labourers .sekloni leads 

especially ^ _ . 

m Manufac- to a proportionally increased ]>roducc, except in 
new countries, or wliero the population is very 
thin j or where a lack of capital in the liamls of farmers 
compels them to employ too low lahoiirors ; but in nmnufac 
tnres tho forces tending to iwrmse the return for eveiy 
additional application of labour are generally tho strongest. 
A thickly populated country lilco England seoms to be at a 
positive advantage for manufacturing purposes ; an<l there is 
no reason to suppose that if we had fewer people the pruduce 
jier head would bo increased. Wludher wages .suffer from 
the thickuoss of population is, of course, another question, 
and bcilongs to the department of the l)istrilml.ion of Wi'.altb. 
but there seems no sufiiciont ground for the assertion that 
(«) Relation population teud.s to increase more rapidly than 
uor^to^Pro- pi’oduction. In England it is certain that pro- 
duction. duction has increased far more rapidly than popu- 
lation during tho past century, and it may fairly be tpicKtioned 
whether the density of the population has not boon, ono of 
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fcho causes of the high average productiveness of English 
labourers. These not only support themselves, but produce 
enough to support a large class in idle luxury, a large class 
in pauperism, a large cla.ss who live by crime, and many 
classes who labour with more or less advantage to the com- 
inunity, but not at work which is directly productive of 
material wealth. The idle rich and the idle poor, clergy- 
men, schoolmasters, actors, musicians, thieves, domestic ser- 
vants, and others, have to live on -what the directly productive 
classes produce ; and though in all communities there must 
be a certain proportion of non-producers, it is doubtful 
whether a, thinly populated country could possibly support 
so large a proportion as England does at the present day. 

On the whole, then, we conclude that every increase of 
population opens up opportunities for fresh and superior 
ways of applying labour, and that if the community avails 
itself of these, the produce of its labour will, in most cases, 
be more than proportionately increased. We shall see in a 
later chapter how this increased produce will tend t(» be 
divided under a system of free competition. 

SECTION B. 

CAPITAL AS AN AGENT OF PRODUCTION. 

Wo liave dciined CivpUal as con.sisting of any products of 
lahoiir which are devoted to the produeikm of wealth. It is thus 
distinguished, on the one side from land, which capital, 
is not a product of labour, and on the other side from those 
forms of iwealth which are employed in the direct satisfaction 
of Iniinan desires. The line in each ca.se is not easy to draw. 
In old settled countries the land is to some extent a product 


12 


THE PRODUCTION OF WEALTH. iCIiiip, n. 

of lalbour : and tho fond whioli labourers eat. may l>e regarded 
either aa a moans of future production, or as employed in 
directly sati.sfyirig dtisircs. It will generally be; fouml con- 
venient to omit both of these fr«>m tho category of Capital, 
though, in some cases, as we shall see further on, it i.s nect's- 
sary to include them. If a community possc.sses what is 
needful to sustain life and hoaltli till fresh wealth has Ixicm 
Capital created, it still needs two kinds of Capital, vi;5., 
mainly con. and Materials. We of course include 

Ct) Tools; machinery under tools, and we wdli regard even 
(2) Mate- •' vj 

rials; finished products as materials till they have 
reached tho hands of those who do not intend to use tliem for 
trading purposes, hut mean them to he consumed by them- 
selves, their family or their dependants. “ Tools,*' in short, 
are those products of labour vADi which the producers ojKirate ; 
while “Materials” are those product.^ of labour on which they 
operate. 

The possession of tools is, of course, a great advantage in 
production. Bobinson Onisoo, with spade, gim, and knife, 
was in a very different position from that which ho would 
have occupied without them, f ie could not eat them nor 
wear them, but they enabled him to get food aTid dotldng 
in far greater abundance, and with far grca.tc.r ea.se. In a 
primitive society men are induce<l to create capital by the 
fact that in the long-run they will thus }u'oduce more of 
other kinds of wealth. The fishormatii who spends some 
hours daily making a canoe, looks forwarfl to more tluin 
recouping himself for the time he might have devoted to 
fishing, and this end may he equally served wdrotlier ho 
himself uses the canoe, or whether he lends it out to hia 
neighboui's, receiving in retm-n a portion of the fish which 
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they catch from it. Such a man may well benefit both 
himself and the tribe. The increased produce provides a 
fund from which both the owner and the borrower of the 
canoe may get. an advantage. So it is with the machinery 
and other kinds of " tools ” u.sed in modern industrialism. 
We are not yet in a position to consider whether the ex- 
tended use of machiner^r is beneficial or injurious to the 
working classes, whether it forces down their wages or not. 
We only notice that the machinery (if successful) causes a 
greater production of wealth, and therefore at least makes it 
possible for all classes to obtain more of the necessaries, com- 
forts, and luxuries of life. Whether they actually do so or 
not belongs to the branch of Political Economy which deals 
with the distribution of wealth. 

We have hitherto been speaking of tools and materials, but 
in modern industrialism Capital takes also a third form, under 
which it discharges two distinct functions. The 

" but (3) Capi- 

means of subsistence, or the money by which such taUsts often 
means can be purchased, are to a great extent in the ^1117 * of 
hands of persons other than those who are em- 
ployed in the production of wealth. Capitalists often advance 
to labourers those means of satisfying their wants or their 
desires. This i,s hy no moans invariably done. In many 
cases the labourers are paid at the week’s end out of wealth 
which they have themselves produced during the week. The 
payment is generally made in money, but the money itself 
has often been obtained in return for the products of the 
previous week’s labour, A man might successfully work a 
manufacturing business, even though he started with no other 
capital than tools and materials. He might pay the wages at 
the end of the first week out of what he had obtained during 
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the week by the sale of the prodnots. Even wikcu the 
retnn’s ani not rajiid enough for this, tlio paytuordi ol' wages 
does not generally tronch on tlio employer’s ea})iial. For the, 
addition made to it during tlio week by the hdionr of tiioae; 
whom he employs is generally greater than wlrnt he pays 
nut at tho week’s end. Unless this were so, i-aking mio w<m!1c 
with another, the husinoss must fail. I?'<iv(!rthcleas in such 
cases an advance is really made. Tho oraidoyed have given 
more than an equivalent for it; but as they do not po.ssos3 
suflicient means of subsistence to wait till tho result of their 
labour has been exchanged for what they need, they will 
have to accept .something loss than what they would other- 
wise have obtained in return for the couvonience of getting 
their remuneration at the week’s end in a form wdiich suits 
them. 

Lastly, it has to be rotnombered that in modern iiuln.strialism 
the employing class generally takes tho risk wddeh is involved 
aadU)t.-\ite almost all productive work, W(! shall have at 
iherisk. j, oartifully to di.stinguish between 

employers and capitalists. An employer may work with 
borrow<id capital, and a capitalist may not, be directly an 
employer. For the present, however, woj may regard this 
taking of tho risk as a function of Oaidtal, since some wealth 
may fairly be regarded as set aptirt as a, sort of ijisiirunco 
against loss, and this is a help to production , 

It has next to be noticed that Capital, like Labour, is subject 
to laws of increasing ami diminishing return. A man who 
Diminishing doubles the capital which has hith<jrl,o been 
rngUetufM ^ farm may find his prodm’-e has been, 

of Capital, moi’e than doubM. If he goe.s on iloulding tlm 
capital ;q>plied he will probably sooxj, reach a point, at which 
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the returns wili be diminishing. This will specially be the case 
if the new capital is applied in the same way as the old. In 
manufactures the rule seems at first very similar. A man 
who %rent on appljung more and more capital to his business 
would reach a point at whicli the retmuis ceased to be profit- 
aide. But this is mainly because his increased production 
would cause a fall in prices. The produce itself would 
generally be more than proportional to the increased capital, 
for production on a large scale is, in manufactures, generally 
more economical than production on a small scale. This may 
be expressed by saying that the Law of Diminishing Eeturns 
has less effect in manufactures than in agriculture. 

SECTION C 

THE PROBr.EM OF PRODUCTION. 

We have spoken of Land, Labour, and Capital as agents 
of production. Let us now return to the question, “How 
comes it that England produces so much wealth, and no more, 
in any particular year \ ” It will be seen that some light has 
been thrown upon this. The amount produced is duo, partly 
to the Land, i.e. the natural resoui’ces of the couutryj partly 
to the Ijabour, ie. to the number, qualities, and organisation 
of those who h.ave worked at producing wealth in that 
particular year j and partly to Capital, i,e. to the quality and 
quantity of tools and material devoted to production, and, to 
a less extent, to the capacity possessed by some of advancing 
wealth for the subsistence of others, and of running the risk 
of losses from industrial operations. 

Now tile problem of Production is practically this ; How 
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sliali a nation produce t'ho most wealth, start, fug with any 
given conditions of natnra,! resources, popnlath.n, and. wea]t,lA 
Theproduc- that has been saved, and is availahle, Ibr prodmv 

tion of tmrposes ? The natura,! rci'Onrces jire a, tixtsd 

Wealth may ii ,.i«i . t.il 

bt; increased epautity, thougli they luay he utnisoil or iiog.Uun.oti. 

The only means of increasing production must '!)o t.hvcmgl' 
by improving Laboui’ or Capital To improve tiie quality of 
or increasing ^0 incroaso tlio (piautity of Capital, 

L/ubour or ^ 'ji 3 

Capital. arc the principal wayts of tuo proauco, 

so long as the population remains fixed. 

Of course much depends on the qiuility of tJio Capital It 
is not a matter of indiireronco wlusther our tools arc good or 
had. But the qimlity of the Capital productnl depends on the 
previously existing resources, and the quality of the labour 
applied to them, including knowledge, skill, invc.ntive power, 
and organisation in the term “quality of Tadmur.” 

Again, the quantity of Labour is an iisiportant item in pro- 
duction. But we have already scc,n that the ratio of population 
to produce is neither fixed, nor necessarily inereas- 

The Relation ... ... 

of Popuia- ing, nor necessarily dmumslung. iue eilect fcnero- 
weauh fore of an increase in pupulatimi on the pu-oduee per 
doubtful. cannot be stated generally. We are thrown 

back on our two factors, quality of Laliour and quantity of 
Capital, as the only two of whieii it can he universaliy said, that 
any advance in theiu will lead to an incre:i.'»e.d production. 

Even here we need not stop onr analysis. For f,he 
quantity of Capital obviously doqteuds: (i) on the power, 
(2) on the will, to save; and with given natural resources 
both these depend mainly on the industrial qualities. 
The power to save depends on the excess of production 
over consumption. The will to save depend, s mainly on 
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the quality which wo call thrift. Both factors depend there- 
fore on industrial qualities, and the problem of production 
is therefore the problem of how these qualities are to be 
drawn forth. To discuss how the industrial qualities of a 
people may be developed would require a lengthy treatise, 
which shoidd include such a vast subject as education — 
physical, intellectual, and moral. We will only notice in 
passing that it is as important to improve the quality of the 
labour of employers as that of employed. Efficient labour 
badly directed will often be less productive than inferior 
labour wisely organised, and directed into the most profitable 
channels. 

SUPPLEMENTARY READING. 

Mill!., Book I. Chaps, vii. — ix. 11 and 12. 

MAiiSHAcn, Books in. and iv. 

QUESTIONS (with Hints fou Solution). 

1, How does honesty tend to increase the productiveness of labour T 

2, Can you suggest any disadvantages of division of labour ? 

Does it make work monotonous, and employment uncertain f 

3, Should you expect the average productiveness of labour would be 
greater in an English manufacturing town where the population is 
i00,(l00 to the square mile, or in a fertile new country where the 
pojmlatiou is 10 to a square mile? Explain fully the grounds on 
■which you found your opinion. 

Notice the number of idlers and unproducAive tmrkers mp^m'fcd in 
the town out of the produce of the producers; and the number of large 
inmmes, 

A, Discuss the question wliether wages should be considered as paid 
out of Capital. 

Consider whether wages nor^naUy trench on Capital, and, if so, in 
what degree? In what sense is it true that the amotmt paid in wages 
depends on the actual or expected produce the labour for which the 
wages are paid ? 
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n. tShonld you regard the Joaf in a lalumroi-’u i;iiphu:u'd, or Uu’. mui 
on hiia bank, aa (Japilal? (Jivu roafioiifi i'oi’ your auMU'er. 

SItov) the. dhtinction beiman thm: a,rtlc.le.n and luviilar oixu; in a hnb r's 
ar taihr'n shop, // you anme.r the (jmidiou in iJie djfinnntive, ie d pos- 
sihh to dJMiwpibdi Capital from Wealth? Do sec. any amnirtl'Oi 
imtwem this question and the premous one. 

('!. Will the “will to save” clopmil luueii on the ratti of inU'-roiih 
obtainable for saaduge, and, if ao, does thin fact modify tin! vi<!\v ?,hat 
“ the will to save depends mainly on thrift ” 1’ 

Hlmo that a low rate of interest to some exA ut iNi;iiKAHicn ike motives 
for savtny, and deal loith the, question historically, and front the point of 
vkw of actual facM, 

7. “The flight of the Huguenot:; iiiipovorislicd the country they 
fled from, and enriched the countries they fled to.” 

“The population of Ireland in the la.st IfiO yisars rose from tliree to 
eight milUona, and lias since fallen below five millions. Tho condition 
of the people was never worse than when the jjopulat.iun was at its 
lowest.” 

Coiiaider these two statennmts in comiection with tint laws of “ In. 
creasing” and “Diminishing" lleturnH, 


CHAPTER III 


THE PROBLEM OF DISTRIBUTION. 

Having- indicated the kind of causes which determine the 
annual produce of a nation’s labour, we pass on to consider 
the Division of that Produce among Landlords, what /a, or 
Capitalists, and Workers of all sorts. Two 
courses are open to us: (1) We might consider how the 
most Just and equitable division of this produce could be 
secured; or (2) we may simply ask how the division will 
be made, if all parties intelligently pursue their own in- 
terests. 

The former question is full of interest, and also of diffi- 
culty. Men differ widely from one another in tlicir views 
as to what sort of distribution would be a just one. They 
differ almost equally in the question how far any inter- 
ference, by the iState, or otherwise, could ensure a juster 
distribution than actually takes place. It has, moreover, to 
be noticed that such interferences may diminish the amount 
of wealth that is produced, and in the end leave less for all 
who obtain a share. We shall not in our later chapters 
altogether ignore considerations of equity. But we shall 
regard the second question as the problem which chiefly 
concerns us, not because it is the more important, but be- 
cause it admits of a more scientific treatment. It is also an 
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almost imriessar)'' preliminary to any question of f'U.atc inter- 
ference, and of other methods by whieli the admitted evils 
of free oonipetition may bo mitigated or cured. Our niuin 
probhiin is thoroforo tho following: — Aasuming a, cortuin 
Produce, ie, a certain amount of wealth prodn(:(!.d h}' tint 
application of labour and capital to natairal r(»sourcoH, we have 
to discover wliat share of thi.s will be obtained nndcr free 
competition, (1) by the owners of land, or otlicr 

Division oi ^ \ / •> 

Produce into natural resources, (2) by the owners of capital, 
three part.., cpcated u'caltli applied, to production, (3) by 
workers of various kimls in return for their labour. These 
bhroe cla.ssos do not, of course, correspond with the actual 

divisions among men. hi any landowners arc 

isthaorcti- capitalists, and many capitalists are %vorkers; but 
tho remunerations olditinod for land, labour, and 
capital respectively, tlepend on distinct facts and laws, and 
must be iuv<;.stigatcd sop:u’ateIy. 

The fiindamontal fact of distribution can be best esepressed 
in the following equation — 

The Equa- Troduce!=Kentd-Inl,crcst“|~ Wagos, wIictt'., 

uon of PRODirCJ!:= the incroasemade inmatcii'd wealth, 

DistnbuUon, 

the not produce that remaiTjs after any aUKiliaj'y 
capital that may have been consumed is rcplacwl ; 

EF,N'r=thc total amount reoiuved annually for the use of 
natural objects and agencies ; 

iNTj'UiEB'i'j^tho total amount received aunually fiu* the use 
of Capital; 

WA(Ui;s=tlie total amount received annually in reiuunon^ 
turn for labour of whatever kind. 

Thus in the above equation wc include under “Wages'* 
the remuneration of employers for the work of organising, 
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and supervising the laboiu' of others ; we include under 
“ Interest ” what is usually called rent, so far as it is paid for 
anything that has been produced by labour; and we limit 
the word “Bent” altogether to payments made for the use 
ef land and other gifts of nature. 

The student must carefully familiarise himself with this 
use of the words. It is greatly to be regretted that in this, 
and some other instances, we are compelled to use 

Obscurity as 

wol’ds in other than their ordinary meaning ; but to meaning 
where ordinary parlance confuses things funda- 
mentally different, such as the “rent” of a house, and the 
“rent” of land, things which depend on altogether different 
laws, our only alternative would be to invent new terms, 
the signification of which it would be still more difficult to 
understand. 

The difficulty is perhaps most serious in the case of 
the word “Wages.” If the word “ Profits ” could he taken 
to express the earnings of employers for the labour which 
they undergo, our equation might be put into the form 
Produce=Bent4-Interost+Profits+Wages. For some pur- 
poses this would be the most convenient form of the equation. 
But the word “Profits” is often used to include interest on 
capital, as well as remuneration for employer’s labour, and if 
so used, tlie second form of the equation would count twice 
over one portion of interest. The balance of advantage 
seems to us therefore in favour of the earlier form of the 
equation. 

In modern industry we generally find that employers 
are themselves capitalists. Even if a man be- Employers 
gins business altogether with borrowed capital, flpiuiists. 
he generally becomes, if fairly successful, a capitalist ; and 
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a, pays liira best to put bis savingr, into ivis ow« 

business rather than to lend thorn to oilnsrs. lie eatiicr pays 
ol? Komo of what ho has borrowed, or ho extetsds his opera 
4,ions. He thinks of hia profits in rohition to his t',apit,;d, 
though of convao ho knows that their anrount dop'-nds as 
wnch on his ability or good fortune o,s on the aniwint of his 

But in theory t.llCOi’y it is mOilt 

all Capital convenient to think of the employer as if ho had. 
i'ideecdaT HO caiiital of hls owu. Let us suppose that he 
borrowed. Started busiuess ■with £5000, borrow'ed at 

five per cent. With this he has bought a fiustory, machinery, 
etc. ; but he has to pay a ground-rent of £100 a year, whiidi 
wo will suppose to be the value of tlie land on which the 
factory is built ; ho has to pay £0000 a year in wages, and 
£4000 a year for raw material, and in repairs and .similar 
expenfi6.s. In this case we have L’ont, £100 ; Interest, £250 ; 
Wages, £0000 ; other expionses, .£4000. The reraunoration 
for the employer’s own laliour will be got by (leducting all 
these from the price of the finishod products. Let ns sup- 
pose this price amounts to £12,000. Then his remnnei'fd.ion 
will come to £1650, If the capifiul liail biien his own, his 
profits would have amounted to £1000. Another manu- 
facturer, less skilful, less economic, or h‘R.s fortunate, might 
perhaps in similar circumstances have only made £;>0i,> profit. 
In his case too we have to deduct interest on the capital, and 
the remuneration for his labour would only be £50 for t.he ytau*. 

We shall see at a later time that in niodc.vji industrialism 
Employer hi IS generally the employer who takes the risk 
takes risk. produced Will uot fcic.h the (jstimated 

or expected price. The rent, interest, and wuge.s he pays are 
generally agreed on beforehand, and do not depend on the 
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j actual value of the produce, though of course he would not 

; have agreed to pay those amounts unless he expected that the 

produce would exceed his expenditure, and that by an amount 
that will compensate him for his labour and for the risks that 
f ho runs. He may indeed be in such a position that he has 
to face the probability, and even the certainty of loss, and 
(5an only select the least disastrous of several courses ; hut 
normally the employer undertakes to pay 2 ,fixxid rent and a 
fixed interest and fixed wages (fixed at least at the beginning 
of the weeli, or day, or hour), under a belief that the results 
will be such as to compensate him for his expenditure, and 
also for his labour of superintendence. The employer thus 
stands in a different position from all the other parties in an 
industrial occupation. The rent of the landlord is settled 

the tenant occupies the land; the interest The amount 
^ he pays is 

to be paid on the capital is similarly agreed on agreed on 
kfiore the capital is lent ; the wages of the laboTirer 
are generally agreed on hefime the work is done ; sold, 
but the employer’s profits are only fixed afiter his work is 
done, and his produce has been sold. 

It does not necessarily follow that the employer advances 
either rent, interest, or wages. He has pledged himself to 
pay them (perhaps annually, or quarterly, or 
weekly). But he may get his returns before not always 
i his rent, intere.st, or wages fall due, and in that ** 

■ case it is the other parties in the industrial work wlio 

advance tlieir land, capital, and laboux. Even when the 
employer has not tuiiied the produce into money, he lias 
j usually received his money’s worth before he has to pay 

; to landlord, lender, or workman. 

The essence of the situation is that he takes the risk of a 

i 
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itfmjtwni.ly pays him best to put his s.avmgrf into his own 
business rather than to lend them to others, lie citiior p;s,yH 
t»fr some of what ho has hoi’rowof1,,or ho extends his opera- 
tions. He thinks i>f his profits in relation to his ea}>Tteh 
though of eoiirso ho knows that thoir muonut (hipfnnls an 
jnueh on his alsility or good fortunes as on the amount of his 
Butin theory Hilt for purpoBOS of thooiy it is most 

all Capital convenient to think of the employer as if ho had 
sideredas” no capital, of his own. Let us suppose that ho 
borrowed. Started busiiiess with .£ 5000 , borrowed at 

five per cent. With this he has bought a factory, machinery, 
etc, ; but he has to pay a ground-rent of .£100 a year, which 
vra will suppose to be tho value of the land on wliicli the 
factory is built ; ho has to pay .£6000 a year in wages, a,nd 
dS'tOOO a year for raw material, and in repair.®! and similar 
exjKOi.sos, In this case wo have Rent, ,£.100 ; Interest, £250 ; 
Wage.s, £6000 ; other esrpon.sea, £1000. T/ie remuneration 
for the employer’s own labour will he got by <h^fiuoting all 
these from the price of the 1‘hus1uh1 products. Lot mi sup- 
pose thi.s price amounts to £12,000. Then Im ruinunerntion 
will come to £1650. If the capital had beim his own, his 
profits would have amounted to £1000. Another manu- 
facturer, less skilful, Io.ss economic, or less fortunate, might 
pei'hap.s in similar circumstances have only made £300 jirolit. 
Ill bis case too wo hare to deduct intert'st on the capital, and 
the reraiuieratiou for his labour ■would only be .£50 for the yoiw. 

We shall see at a later time that in modern indu.strialism. 
Binpioyer generally the employer who takes tho risk 

takes risk. jg produf-cd will not fetish the estimatiCil 

or expected price. Tho rent, interest, and wagc.s he pays are 
generally agreed on beforehand, and do not depend on the 
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adual value of the produce, though of course he would not 
have agreed to pay these amounts unless he expected, that the 
produce Vvoiild exceed his expenditure, and that by an amount 
tliat will, compensate him for his labour and for the risks that 
he runs. Ho may indeed be in such a position that he has 
to face the probability, and even the certainty of loss, and 
ciiu only select the least disastrous of several courses ; but 
normally the employer undertakes to pay a, fixed rent and a 
fi,xed interest and fixed wages (fixed at least at the beginning 
of the week, or day, or hour), under a belief that the results 
will be such as to compensate him for his expenditure, and 
also for his labour of superintendence. The employer thus 
stands in a different position from all the other parties in an 
industrial occupation. The rent of the landlord is settled 
helm the tenant occupies the land ; the interest amount 
to be paid 0!i the capital is similarly agreed on agreed on 
before the capital is lent ; the wages of the labourer prod^e 
are generally agreed on before the work is done ; eois. 
but the employer’s profits are only fixed after his work is 
done, and his produce has been sold. 

It does not necessarily follow that the employer advances 
either rent, interest, or wages. He has pledged himself to 
pay them (perhaps annually, or quarterly, or 
weekly). Ihit he may get his returns before not always 
his rent, interest, or wages fall due, and in that ^ 
t^ase it is the other parties in the industrial work w'ho 
advfUice their land, capital, and labour. Even when the 
employer has not turned the produce into money, he lias 
usually received his money’s worth before he lias to pay 
to landlor<l, lender, or -workman. 

The esseTieQ of the situation is that he takes the risk of a 
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favouralile or mifavouraUe result. Of course tlie landlord, 
lender, and workman take the risk that their rent, interest, 
and -wages will not ho forthcoming. Wo ought thoreforo, in 
strict accuracy, to qualify tho statement that cini>I<>ycrs 
generally take the risk by tho hypothesis that all p;u'ti(‘S 
fulfil their contracts. 

Again, it has to be noticed that husinetis is sometimes con- 
ducted on other principles. The reader may advantageously 
The above imagine the case of a man %vlio, after working with 
borrowed capital, turns his business into a joint- 
ones. stock concern, and becomes himself the manager 

thereof. To make the comparison closer we will suppose 
that those who originally lent tho capital now hecomo tho 
shareholders in the company. It is pos.sihlo tliat the manager’s 
salary will equal what before was the rcnmno.raiion which 
the employer secured for himself, ami that the shareholders 
now got as dividends what before they i‘<!coivcd as interest. 
Yet the fact remains, that tho risk has boon shifted from one 
painty to another. 

Now it might appear at first that if tho employer takes the 
risk, he will expect, and usually secure, souu3 remuneration 
Compensa- for this, and inde<xl wo fiml in most political 
balanced by ecoiiomies that “compensation for risk” is re- 
losses. garded as one element in profits. Hut it may 1)0 
questioned whether such componfiation is really gainofl 
Suppose a man who has hitherto superintemled some om*. 
else’s business for a. fixed salary of £fi00 a year, sottlas to 
start on his own account, and suppose his profits (after de- 
ducting interest in capital) amount to ii'lOO in the first year, 
and MOO in tho second. It is plain that so far he has got 
no compensation for risk. He has averaged ;£d0o as before. 
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The question is whether this represents a normal state of 
things, or whether, as a rule, a man working on his own 
account averages more than if he worked for a salary. It 
may plausibly be maintained that every one would prefer the 
fixed salary to the irregular earnings, unless the latter were on 
an average the higher. But it must be remembered that there 
is a certain attraction in risk; that many men over-estimate 
their own chances ; and that there is a further attraction in 
the independence and social position of the man who conducts 
his own business. It is probable that these things, at least 
approximately, balance the dread of uncertainty, and there- 
fore it may he questioned whether anything should be allowed 
as compensation for risk ” W'hen we come to consider the 
earnings of employers. The lucky man, no doubt, gets 
something more than the natural reward of his industry and 
ability, but it may fairly be doubted whether this excess is 
not balanced by the losses of the unsuccessful. We are 
dazzled by the great fortunes which some employers make ; 
hut we should not forget to set against these the men who 
get less than nothing as remuneration for their work : those 
who get less than the normal interest on their capital, and 
those ■who even lose some of this capital. 

We will next remark that our equation only deals with 
what may ])e called the first Division of the Produce. If we 
tak(5 the case of a landowner’s butler, we should The above 
naturally count his renmncr.ation as wages; hut distribution 
it is evidently paid out of wdiat has gone to the of Produce, 
landowner as rent. Our first division only puts under wages 
the remuneration of those who are productive labourers in 
the nari'owest sense, i.e. who are engaged in the pro- 

duction of material wealth. An actor’s remuneration may 
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coia« purbly out of retit, parti)- out of njtcvoHt, atui i>Hri,ly out 
of %vaj.!;cK, but in any case it is Tu<t part uf tin! original 
JiKtHlmtioti. 1'lus luigicct of t-hiM disitinofcion lia;; UmI t<t sorious 
errors in ooiculatiouH of nationo,! iiuxnno. havo 

spoken afi if this could ho ostinnito*! hy acMing togoitluir ilio- 
incornoK of all the individualB of tlio nation ; hut if wo incivnlo 
the incomes of onr landowner !Uid his huMcr, wo iniro c<vanf.(ai 
twice oTer what the butler receives. 

The first division accounts for all the protluco ; l>ut the 
sharers in it subsisquently transfer portions of their shares to 
persons who render them real or supposed services, or to 
those to whom they ciioo.se to make gifts. 

Thieves, again, may enjoy c.onsiderable incomes, but these 
incomes form no part of the original share-s into w'hich the 
produce is divided. The thiovos secure for thomsolves a 
portion of wliat originally went- as rent, inti'rest, or wages ; 
but we are not ooncernod vvith this in ouroviginid probhuu of 
distribution. 

}. Hew fii,r ia it tmo Huit society ni.-ty {»c <livMrfi ioto w'ortcra, 
t;hievt!«, aud ynaupor.s ? 

TAfi ro.'-Tx (}/’ those who liw, on rent, on inU're'it , on the enrnivifs of 
parmUnnd hnslninds, and on f m'. tjifts, have lo he ronsideved, in iriafhrn 
to the jiropnsed dussijie.atioiu 

2. Is any of iht; amouitt) raiao.d in ta\4is incliokul iu wbat. wo }iav<s 
caikil tlu*. llnd. Diviniou of the I’roduoc? 

Oonside)' fur lelmt jfairimeis fax-ts imr le.vietl A/v •poi/ei men, enldiers, 
■}ud(je.H, poor-law olfieials, sanitary officials, efe,, mdimj pe»dm:twn ? 

3, Explain fully the exact mc,am«g you .apply ki cacii knu In llt« 
cquatifm: rr«(lnco=l{,Pnt-fTnt«i'c,st-i-Wago» 


CHAPTER W. 


RENT. , , 

'I’ BE fundamental cause wMch enables landowners to 
obtain rent is the difference in fertility and utility that 
exists betw’-een the various portions of the earth’s „ ^ ^ ^ 
surface. So far as rents are fixed by free compe- differences 
tition, the difference in rents corresponds exactly *” 
to the difference in utility. A farmer is seeking a farm, and 
two farms are offered to him. If he considers that he will be 
able to raise i>800 worth of crops from the one, and ^£850 
worth from the other (by the application of the same amount 
of labour and capital), he will ho ready to pay exactly X50 
more in rent for the second, if the farms are in 
other respects equally suitable. If the difference JonwpSd” 
in the rents asked is £49, he will take the better 

difference, 

farm. If the difference is £51, he will take the 
worse. Tlic difference in expected produce will exactly de- 
termine the amount of: extra rent he will be willing to pay. 
Let us suppose he is aslted .£100 for the one and £150 for 
the other. Ent now come.s a third landlord into the field, 
and offers a farm absolutely rent-free. Our farmer will then 
estimate what he could produce on this third farm with the 
same expenditure of labour and capital. If he estimates it at 
less than £700 he ivill decline tho offer. By taking the first 
or second farm he will get a produce of £700 in addition to 
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his rent, and < 3 ithor (if thorn will pay him hotter i,h:ui the <ma 
he may (,)ccu})y roiit-froe. Let us .suppoKo, however, that he 
estimates the produce at exactly £700. I’he throe offers are 
now exactly equal. If there were nothiog to h{5 conHithuod 
{,'xccpt the balance of produce after paying laiiit, there would 
he nothing to niako any of the tlirce oUbrs more attractive 
than the other. 

The tcnd(>.ucy of competition Is to bring about this sort of 
equilibrium in all departxuents of businc.ss. llio competition 
Equalising farmers pushes rents up j the competition of 
tendencies’ of landlords puslios tliom dowu ; the competition 
comiKtition. ympioyei-s rai.scs wagefi ; the conqietition of 
workiucu depresses them, flome temporary mpiilibrium is 
evorywherti established, or, at least, the fonais at work are 
always tending to secure cijual prices for like commodities, 
equal wages for similar labour, eiiual iiiteroMt for each £100 
that is invested with equal security. 

Koturniiq;, then, to our original illustration, wo are now in 
a position to dotennine how much rent could las obtained 
from one farmer for any farm in the kingdom, 
i.-awofRciit. }ji0 ostimatcH the pro- 

duce he expects to got from it by a given investment of cajiital 
and labour, and provided ho is iidiiuinceil by no considera- 
tions other than the rent and tlio expected prodimc, W'^o 
have assumed that he can get a halaiice of £700 after pay- 
ment of rent from any of the farms offered to liim as yet. 
lie will clearly require to got at least as much from whatever 
farm he ultimately takc.s. The maximum rent Jus is willing 
to pay will therefore bo got by subtracting £700 from the 
expected produce. But while the competition of otlior laxid- 
lords will tend to prevent the rent from rising above this, the 


competition of other farmers will tend to prevent its falling 
below a minimum, which will constantly approximate to this 
maximum. If we define “ normal rent ” as that rent towards 
which competition tends to push actual rents, we say that the 
normal rents of the three fanns we spoke of first will be 
£100, £150, and nothing, respectively. We will use the term 
“mai’gin of cultivation” to indicate the sort of land such as 
that on our third farm, which it would just pay to cultivate 
if no rent were charged from it. If the student has grasped 
our reasonings above, be will see that our conclusions can be 
generalised in the following form : — The normal rent of any 
land is got hy deducting the produce of land on the margin of 
cultivation from the produce of the land in question. 

This is a way of putting what is known as Eicardo’s “ Law 
of Rent.” It is, as we shall see, a useful form for expressing 
a truth included in our original statement, that (so far as rents 
are fixed hy competition) the difference in rents corresponds 
with the difference in utility of the lands in question. 

Some rent can be obtained for all land that is better (to 
however small an amount) than that on the margin of culti- 
vation. If, for any reason, the margin of cultiva- rise as 
tion descends (i.e. if it pays to cultivate land Margin faiia 
which formerly it did not pay to cultivate), all rents will 
normally increase. Returning, for instance, to our illustra- 
tion, let us suppose the price of agricultural produce to rise 
by ten per cent. So that the crops on the three farms 
would now sell for £880, £930, and £770. It would now 
pay oui’ farmer to take land even inferior to that on the third 
farm, if he could get it rent-free. Let us suppose it would 
pay him in the new circumstances to take land that would 
produce crops worth £730. The normal rents of the three 
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other farms would therefore be ,^1{50, £ 201 ), sukI £40, instead 
of £100, £1150, and 0. .'ft may be stated as a fjeueral truth, 
that whatev'er tends to bring frosli aru! inferior 
tendency of lands Under cultivation, teiulu also to raise tlio 
Rent!5. ^jl previously cultivated. Ilius 

when a community advances in wealth and population there 
is a rise in rents, unless some oomitGrh:dan«ing foixai is 
But there are Operating. Among such counterbalancing forces 
may^baiaLe importation of agricultural pro<lucts fvoui 
abroad deser'^ms special notico. It is this which 
of late has caused a fall in agricultural routs in England, 
The importation of foreign wheat causes the margin of 
cultivation to rise. It is not necessary to resort to land of 
as poor a sort as must otherwise have been cultivated, and 
accordingly the rent of all wheat-growing land is less than 
it would otherwise have been. In the years following the 
abolition of the Corn .Laws there was such an immture in- 
crease in w'-ealt/h and populathui that rents rose in spite of 
the foreign importation ; but of late the balance has boon the 
other way. 

The rent of land for building purposes in town.s is subject 
to the same law as that of agricultural land j only that we 
Rent of Build- should liavo to Speak of thij diU'erriice hi con- 
ingBand, venieiicc iiistcad of tlio diircFcnce of produce. If 
a man hesitates between two plots for which very difiVu'cnt 
rentfj are asked, it is because he doubts whether the dilier- 
tmee of advantage exceeds or falls short of the diiFeronce in 
rent When it pays to build on land which had previously 
been Iwlow the building margin, the ownens of the more 
convenif-iit lands can obtain higher rents than before. Ac- 
cordingly we generally find that when a town is growing In 



wcidth and population the value of each plot is steadily 
mcrcasiiig. The phrase “unearned increment” is sometimes 
used to indicate that this increase is not due to any action of 
the landlord (as such). But in reality all rent in the politico- 
economic sense is “unearned”; for it is hy its very definition 
a pa,yment made for gifts of nature, and not for the produce 
of labour. 

The “rent” of a house, as distinguished from that of the 
land on which it is built, is not, in our sense, rent at all. It 
is a, form of profits on capital invested in the ..Re„t-'of 
building trade. The rent of mines is subject Houses, 

theoretically to the same laws as that of land used for other 
purposes, so far as both are regulated by competition. In 
practice the method of determining the rent of 
mines varies considerably in different districts. Mines. 

The comparative complexity of this form of rent is due to 
the fact that mines get exhausted. Agricultural land is iu)t 
necessarily deteriorated by each harvest. At the end of a 
long lease the land may be returned to the landlord in as 
good a condition jus when it was first leased. Much wealth 
lias been taken from it, but nature and art have combined to 
make good the loss. In mining it is different. A mine 
would fetch little or no rent if it had to be returned in as 
good a condition as when it was taken; but, on the other 
hand, if the tenant -were to pay a fixed rent, with the privi- 
lege of raising as much of the mineral as he thought fit, it 
w'ould often pay him to exhaust the mine, even when its pro- 
duce fetched such a low price that, if he were the owner, he 
would limit the output. One common way of partly recon- 
ciling the interests of the two parties is by fixing the rent 
very low, and cimrging an additional royalty proportional to 
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the tonnage of the mineral extracted. TTtid(ir Kuch an 
arrangement it is obvious that a fall in tho price obtainable 
for the mineral in question will act as a more eircctivc check 
than if the mine wore hired at a fixed rent. 

We will now return to agricultural rouf;s, and indica.fcii 
some of the chief causes which modify the efiocts of com- 
petition. 

(1) Custom. In many countries this is the cliicf regulator 
of rent; and even in our own it considerably checks tho 
operations of competition. A landlord, from idle- 

Effectsof ^ . j . Ml i- c 

Custom on ness, Ignorance, or good-nature, will (iontinue for 
years to accept a rent somewhat less than what 
he could obtain in the open market. Social and political 
considerations, family traditions, a sense of duties or of 
advantages that are not pecuniary, may operate in the same 
direction. The tenant, on tho otlier hand, reluctant to leave 
the farm or the neighbourhood to which he is accustomed, 
and dreading the risks and dangers of tho unknown, will 
sometimes continue to pay a rent higher than any otlier 
tenant could be found to pay. The dillicultios and expense 
of moving will help to keep rents from falling as much as 
they otherwise would in times of agricultural dcpresF.ion j but 
as a general rule English agricultura] nuits ar<; below tho 
point at which Ricardo’s laAV would place them. In nutny 
parts of Europe the tenants pay as rent a dedinite ])roporttoi( 
of tho produce of the farm. This is called the niitaije.r system. 
A little consideration will show that it is far more favourable 
to the tenant than that of free competition, so long at least as 
it does not operate in diminishing tho producer, by removing 
some of the motives which induce men to put out all their 
powers. 





(2) Law. The Legislature can, of course, intervene and 
forbid the exacting of the full competition rent. Such an 

intervention is in effect a partial transfer of 

^ Effects of 

ownership. Take two farms which in the open Law on 

market would fetch £30 and £40 respectively. 

Suppose some State agency fixes the rents at £25 and £32. 
Tlie State has practically presented one tenant with one-sixth 
and the other with one-fifth of the land value for the current 
year. If the landlord is allowed to eject the tenant, without 
compensation, the law will probably be evaded; for those 
who would be willing to pay £30 a year, for a farm whoso 
rent is fixed by law at £25, will be glad to give some other 
compensation for the advantage of occupying it at the legal 
rent. If, however, there are legal or social difficulties in 
the way of eviction, the reduction becomes (so far as these 
difficulties are effective) a gift to the tenant. It must be 
noticed that rents, as fixed by competition, correspond with 
natural difference in the utility or convenience of different 
plots of land. The law can determine to whom this advantage 
shall go. It may assign the full rights of proprietorship to 
Lord A., and let him get as much rent as he can ; or it may 
vest the proprietorship in farmers B, C, D, etc. ; or it may 
make the State the proprietor, and devote rents to promoting 
the welfare of the community ; or, again, it may set up a dual 
system of ownership, under which Lord A. gets only a certain 
share of the natural advantages of a certain land (over those 
of a land on the margin of cultivation). But the law cannot 
alter these natural advantages; it can only determine the 
proprietorship of them. Suppose Parliament passed an Act 
abolishing all rents, it would simply make the present tenants 
into landlords. It would he giving £30 a year to one farmer 
<3 
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the tonnage of the mineral extracted. ITiuh>4’ such an 
arrangement it is obvious that a fall in the price obtainable 
for the mineral in question will act as a more oiroctivo check 
than if the mine were hired at a fixed rent. 

We will now return to agricultural rents, and indicata 
some of the chief causes wlu(!h modify the effects of com- 
petition. 

(1) In many countrie.s this is the cliicf regulator 

of rent; and even in our own it considerably checks the 
operations of competition. A landlord, from idle- 

Effects of ^ 

Custom on ness, Ignorance, or good-nature, v/,iii continue for 
years to accept a rent somewhat less thau what 
he could obtain in the open market. Social ami political 
considerations, family traditions, a sense of duties or of 
advantages that are not pecuniary, may operate in the same 
direction. The tenant, on the other hand, reluctant to leave 
the farm or the neighbourhood to which ho is accustomed, 
and dreading the risks and dangers of the unknown, will 
sometimes continue to pay a rent higher than any other 
tenant could be found to pay. The diflicultio.s and expen.se 
of moving will help to keep rents from falling as much as 
they otherwise would in times of agricultural doprefisiou ; but 
as a general rule English agricultural routs arc below the 
point at which Ricardo’s law would place tlicrn. Tn many 
parts of Europe the tenants pay as rent a definite proportion 
of the produce of the farm. This is called the ViCtoycr system. 
A little consideration will show that it is far more favourahhi 
to the tenant than that of free compei.ition, so long at loaf^l. as 
it does not operate in dimimshing the jiroduce, hy removing 
some of the motives wlvich induce men to put out all their 
.powers. 
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(2) Law. The Legislature can, of course, intervene and 
forbid the exacting of the full competition rent. Such an 
intervention is in effect a partial transfer of , 

£nects Of 

ownership. Take two farms which in the open Law on 
market would fetch £30 and £40 respectively. 

Suppose some State agency fixes the rents at £25 and £32. 
The State has practically presented one tenant with one-sixth 
and the other with one-fifth of the land value for the current 
year. If the landlord is allo’wed to eject the tenant, without 
compensation, the law will probably be evaded; for those 
v/ho would be willing to pay £30 a year, for a farm whose 
rent is fixed by law at £25, will be glad to give some other 
compensation for the advantage of occupying it at the legal 
rent. If, however, there are legal or social difficulties in 
the way of eviction, the reduction becomes (so far as these 
difficulties are effective) a gift to the tenant. It must be 
noticed that rents, as fixed by competition, correspond with 
natural difference in the utility or convenience of different 
plots of land. The law can determine to whom this advantage 
shall go. It may assign the full rights of proprietorship to 
Lord A., and let him get as much rent as he can ; or it may 
vest the proprietorship in farmers B, 0, D, etc. ; or it may 
make the State the proprietor, and devote rents to promoting 
the welfare of the community ; or, again, it may set up a dual 
system of owerahii), under which Lord A. gets only a certain 
share of the natural advantages of a certain land (over those 
of a laud on the margin of cultivation). But the law cannot 
alter these natural advantages; it can only determine the 
proprietorship of them. Suppose Parliament passed an Act 
abolishing all rents, it would simply make the present tenants 
into landlords. It would be giving £30 a year to one faim 
0 



and £40 a year to another. The t(!nanii wlio farmed onlj 
land close to the margin of cnltivation would recisive nothing, 
or next to nothing, while the lucky man who ha,d taken rich, 
land at a high rent would get a big prize. It is often said 
that if the farmers had less to pay in rent they couhi give 
their labourers higher wages; and from the illustration given 
above it will ho seen that some of them no lioubt could aflbi'd 
to do this, but there is no reason to suppose that they -immld,. 
Small proprietors who pay no rent at all, do not, as a rule, 
pay higher wages than tenant farmers, and so far as wages 
are settled by competition, the remission of rents would not 
affect them. In the same way the price of wheat and other 
agricultural produce would not he affected by an Act remit- 
ting all rents, except perhaps in some indirect way. No 
doubt if you present a farmer with his rent he could afford 
to sell his wheat somewhat more cheaply, but so long as he 
can get the old price he will not voluntarily accept a lower, 
at least if he is inliiienced by ordinary business principles. 
Whether wages and prices can be regulated by law is a 
matter for later consideration ; but it is worth noticing at this 
point that legislation directed to lowering rents will not 
necessarily, or probably, lower prices or raise wages. 

(3) Seniiment, This modifier of competition has been 
partly referred to under the head of Custom.” In rural 
Effect<-, of England .sentiment has certainly exerci.sod a great 

Sentiment influence on rent. Our larger landlonls have 

seldom looked on their land simply, or even 
mainly, from a business point of view. Their social and 
political position has partly depended on their being “good” 
landlords. Many of them have been animated by a sense of 
duty, or by pride, rather than by a desire to get the highest 
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possible rente fclie least possible outlay. Other senti- 
mentSs already partly referred to, might be mentioned in this 
connection. Some of them spring from ignorance, careless- 
ness, or stupidity on one side or the other j some of them 
from nobler sources of neigbbourliness, or persistency. It is 
not for political economy to pronounce judgment on such senti- 
ments, it only notices their existence and their influence. 

But in spite of all the necessary modifications and qualifi- 
cations, it is probable that in such a country as England the 
Eicardo law would give a result which in most. Ricardo's 
cases is fairly approximated to by actual rents, abirin spite 
Differences in rent correspond on the average 
with difference of produce, except so far as the actual and 
latter is caused by difference in ability, industiy, Renta, 
or capital. Rents fall when land is going out of cultivation, 
and rise when it pays to cultivate land which had not pre- 
viously been worth the cultivating. Even in those countries 
where custom seems to regulate rents altogether, it will be 
found that there arc forces at work tending to modify the 
results in the direction which Ricardo’s law would indicate. 


SUPPLEMENTARY READING. 

Miiiii, Book II. Chaps. vi..x., xvi. 
Ma.ksua.li,, Book v. ; Book vi. Chapa, ix, aud, x. 


QUESTIONS. 

1. “The lao-tayer is more iavouraW© to teiianks thp.n on® 

which leaves rente to be deteroiined by free competition. ” Discuss 
this stateHiout, 

Start on asmmption that other conditiom arc identical, Thai consider 
horn the spstcni would he likely to modify other conditions. Take the case 
qf a mcmit tenancy for which there are several applicants. 
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2. IVliat is the connectii'm between Hicarflo’a La,%v and the Law of 
DiimtUEihmg Eioturns ? 

Tahe the east of a fanner applying nuecceeive (Umn of capital to Ms 
farm till it ceasee to he profUahk to apply more, 

3. Would a land-tax proportional t<» rent fall ultiinatcly on tho hind- 
lord or on tho tenant ? 

Consider first whether it makes much difference whether it la levied 
directly from the one or the other. 

4. How docH a Bystein of leases affect rents ? 


NOTE ON SUPPLY AND DEMAND AS AFFECTING 
VALUE. 

The theory of Value will be examined in a later chapter ; 
hut it is necessary at this point to speak briefly of the 
relation of Value to Supply and Demand. 

We measure the “Value” of a thing by what can be 
Value. obtained in exchange for it. A loaf of bread m 
more usefid than a diamond; hut not more valuable. In 
practice the value of a thing is usually measured in money. 
Price. It is then called the “ Price.” 

By the “ Supply ” of any commodity wo mean the quantity 
ojffered for exchange or sale. Thus on a given day, in a 
Supply market, the supply of strawberries would 

be the whole quantity of strawberries on sale. 

By the Demwnti for a commodity at any price, wc moan tho 
quantity that would be bought at that price. Thus the 
demand for the ahovo-montiono<l strawberries is 

Demand. 

a vague, and even unmeaning phrase, till some 
price is affixed to them. At 6d. tho lb. the public might 
only be willing to buy 40 lbs. But at 5d. perhaps a 100 lbs. 
would be demanded, and at 4d. 200 lbs. might be taken. 
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We plainly cannot say whether the demand is for 40, 100, or 
200 lbs. till we know the price asked. 

But there is a general tendency for dealers to ask a price 
that makes the Demand nearly equal to the Supply. If 
supply were 100 lbs., and they correctly judged g^ppjy 
the public demand, they would not stand out for adapted to 
6d. a lb. (in the case given above), for that would 
involve their failing to sell 60 lbs. of their strawberries. 
Neither would they be satisfied with 4d. per lb., for 
could sell the whole stock at 6d. Perhaps they might begin 
by asking 6d., and only after experience of the slow .sale that 
ensued come down to 5|d., and ultimately to 5d. This 
illustrates the general principle that Value (or Price) tends 
towards the point at which the Demand will equal the Supply. 

This result is due to competition. The competition of 
sellers tends to push prices downwards, while the competi- 
tion of buyers tend.s to push it up. 

An increase in supply is almost equivalent to a greater 
competition among sellers ; an increase of demand to a 
greater competition among buyers. 

Hence it follows that, ofJier things being the same — 

(1) When Supply increases, Value (or Price) Effects on 

tends downwards. msuppl^or 

(2) When Supply diminishes, Value (or Price) Demand. 

tends upwards. 

(3) When Demand increases, Value (or Price) tends up- 

wards. 

(4) When Demand diminishes, Value (or Price) tends 

downwards. 

We shall use these facts in the following chapters, and 


CHAPTER 


INTEREST. 

By Ititei'esl: we mean tha price, jpaid for ike use of ikijnt(4. 
Lenders generally run some risk of losing all, or part, of 

Definition of 

Interest. great, aiid the borrower must pay heavily for 

the loan ; but we shall not include payments for risk under 

Insurance for the tcrm “ Interest.” 
risk excluded. 

The rate of interest depends on the supply of loanable 
capital and the demand for loans. Where there is much 
loanable capital, the competition of those who want to 
obtain interest forces the rate of interest down. Where 
there is much demand for loans, the competition of those 
wishing to borrow forces the rate up. 

Capital the Capital has been defined as JP^mlih saved avd 
balance bt- devoted to producUon. In countrie.s like our own, 
tion and Con- most of the Wealth savod i.s so devoted. Accord- 
aumption. ingly the sujiply of Capital is nearly equal to 
the difference between wealth produced and woaltli consumed. 

Tile supply of Capital may therefore be imnefisijd by 
increasing ^Production or by diminishing Consumption, The 
, excess of the former over the latter depends 

Willtotsavc t 

and power to on the Strength of ike will to save as compared 
mill the power of doing so. The jKiwer to r.ave is 
measured by the difi'erence between production and that 
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degree of corisuiaption which makes this difference a maxi' 
mum. The wiii to save dei)ends mainly on t!ie qualities of 
thrift and of providence. 

It is doubtful whether the rate of interest greatly affects 
j men’s readiness to save. Some men no doubt save more 

when the rate of interest is high; but others feel the 
j obligation of saving most strongly when the rate is low. 

j The qualities of thrift and providence are generally fonnd to 

I be strongest where only a low rate of interest is obtainable ; 

j but in these cases the low rate is the result of the large 

i supply of loanable capital, which is itself due to the thrift 

and providence. 

In new countries where men of an industrial race have 
settled, the demand for capital is great, and the supply of it 
comparatively small. The rate of interest is ^ew n 

I therefore high, even when the risk is not great, countries. 

As society advances capital accumulates, and though the 
demand for it may grow, it only keeps pace with the supply 
by means of a fall in the rate of interest. In 
England during the past century there has been countries, 
an immense increase in the demand for capital, from tlio 
I growth of the population, the development of railways, and 

■ other applications of steam, the multiplication of inventions 

i and discoveries, and many other causes. But the accumu- 

I iation of capital lias been so great that more than enougli Ibr 

all these demands would have been available at the old rata 
uf interest, and there has consequently been a downward 
i tendency, in our own country the amount paid for the use 

I of capital, after deducting remuneration for risk, does not 

i exceed 3 per cent. It would probably have reached a much 

lower point but for the fact that much English capital has 
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been attracted abroad, especially to our Oolouios and to 
the United States. 

The tendency of interest to fall as society advances may be 
contrasted with tho tendency of rents to rise. The (‘.ontrast 
shows us tho importance of oxcludiiuj; haul from 

Contrast of . , , r, i i 

Interest and the Category of capital. .I'eople have to pay 

much higher for tho use of land (especially of haul 
in towns) than they had to pay in the Middle Ages ; on the 
other hand, they have to pay much less for the use of capital. 
Gross In- Nevertheless it must be remembered that while the 
rLTa^ThT interest falls, the gross amount paid in 

rate falls. interest may be (and generally is) increasing in 
progressive societies. If we return to onr equation — 

Produce = Rent -f Interest + W ages, 
we find that both landlords and capitalists are in this case 
taking an ever increasing slice out of the produce, but not 
necessarily an increasing proportion. 

If we eliminate (lifforonccs of risk in accordance with 
Only one our definition, we shall find that in any market 
Interest in but 0116 rate of iiitorest. With equal 

any market, gecunfcy (or at least with what he considers equal 
security) a lender is generally equally ready to lend for one 
industrial purpose or another. 

It might at first seem that even in diireront markets the 
rate of interest must be at any time approximately equal for 
any given security. .But it must be remembered 
that a given individual's credit will not be the 
same in different markets. Take, for instance, an 
Australian farmer wishing to borrow £1000, He finds that 
at Melbourne the rate of interest on approved security is 0 
fer cent., while in London it is only 3 fer cent. But while 
his credit is perfectly good in Melbourne, where ho and his 


But not in 

different 

markets. 
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farm are well knovv’-ii, it may well be that no lender would be 
found in London to advance the money even at 6 per cent. 
His credit in Melbourne is better perhaps than that of a 
London merchant who can borrow in London at 4 per cent. 
The two men’s businesses are perhaps equally sound and 
equally risky, yet one has to pay more than twice as 
much as the other for a loan. In fact the rate of interest in 
each place is settled by the demand and supply of loanable 
capital in that place. This, however, is itself partly aifected 
by the demand and supply elsewhere. When the demand 
falls or the supply increases in England, some of it is attracted 
to Australia, otherwise the diiference in the rates of interest 
would not perhaps have sufficed to overcome what Mr, 
Walker calls “the disinclination of capital to emigrate.” 
With increasing commtmi cation this “ disinclination ” is 
steadily diminishing, and consequently the diilerences in 
the rate of interest obtainable in different parts of the world 
are becoming less. 

Loans are of course required for very different sorts of 
purposes. The spendthrift borrows to increase his means of 

consumption : the manufacturer to increase his 

. Different 

means of production. States borrow sometimes causes of 

for military purposes, sometimes in order to 
develop the resources of the country. So too there is some 
variety in the motives which induce lenders to lend. Eriend- 
sliip, family feeling, the desire to promote some worthy 
object, may be mentioned among these. But Political 
Economy begins by considering investments of capital as 
simply made from the desire for profit and for security. 
From the point of view of those lending from such 
motives, the i)urpose for which the capital is required 
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noay nogI( 3 ofce(l. But from fclic point <>! view of t;}i.e 

genoval advantage there is of course the .widoat difference 
and differ- betwoen a loan that is contracted for pi'oiluctive, 
ent effects. and 0116 that is contracted for uiiprotluctive 
purposes. A, national debt incurred by engaging in ausoioss 
war is a distinct injury to the community. It must always 
, bo homo in mind that interest lias to ho paid ont 

Interest a dc- ^ ^ i, 

duction from of the produce of labour. It i.s a clear do.dnction 
product. fyQj-jjj produce. The producers of wealih, 

including employers and employed under the term, get for 
their labour not its whole produce, but its produce 'immis 
what has to be paid for rent and for interest. 

But if the national debt has been incurred for productive 
purposes, the increase in the annual produce may exceed what 
has to be paid annually as interest, and in that 
case, though the producers have to pay the 
interest, they receive more than an equivalent 
from the increased produce of their laliour. It is 
by no means easy to say how far interest should 
be regarded as causing a reduction of wage.s. It all depends 
on whether tlie capital (for which that interest is paid) is 
adding to the annual production of labour by an amount 
equivalent to the interest. 

It would be beyond, the scope of thi.s book to explain the 
actual ways in which capital is borrowed in modern indus- 
trialism, but it may be necessary to warn the 
student that the fluctuations of interest and 
discount in the money market depend partly 
on causes of a r^ery different kind from those 
spoken of in this chapter. What a man of 
busine.ss really wants to borrow is not money but t?apital 
He wants perhaps to enlarge his 'business, to build a new 
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factorys to add to tlio number of his machines or to the 
quantity of his stock. The money is simply the means by 
vdiicli he gets new tools or materials. But the mechanism of 
money «ind credit introduces nev/ elements which considerably 
affect the rate at which capital can be borrowed. To a 
superficial obseryer it might even seem that the arbitrary 
decision of the Bank directors exercises in England a 
preponderating influence in determining the terms on which 
persons of approved security can get loans from bankers. 
In reality the ultimate determining forces are, however, the 
supply and demand of loanable capital, and the Bank 
directors in fixing the rate of discount fix it so as approxi- 
mately to equalise these. 

SUPPLEMBNTAEY IlEABUSrO. 

MiLli, Book II. Chap, xv, j Book in. Chap, xxiii, ; Book iv. Chaps, 
iv, and v. 

Marshall, Book vi. Glnip. vi. 

QUESTIONS. 

1. “ A manufacturer (in estimating his capital) may include some 
land, and also his business connection, but neither of these should b® 
included in the capital of the community.” 

Explain and disousa this statement. 

is there any distinction, from the mamifacturer's point of view, between 
the rent he pays for land and that for the buildings on it ? Does his 

business connection" mean that other mmnn/acitmrs sell less than they 
would othcTUiise. hive done / , 

2. Account as ■well as you can for the rates of interest in England, 
Turkey, and .Australia. 

Distinguish between mmindl and real rates, Demember that mMstrial 
qualities constitute a demand for capital. Show how the. disinclination 
0 / capital to emigrate operates. 

3. Wliat connection is there between, the rate of interest and the 
price of laud bearmg a given rental ? 

People someMmes buy land merebj ns an imutmeni. Bemember the 
tendency of rents kt rise, 
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SECTION A. 

THE REMUNERA'riON OF LAROUR. 

It will be convenient to begin by including under Wages 
all kinds of reinunoiation for produdive work. In ordinary 
Use Ot word pai'kancc wo speak of a butler’s “ wages,” although 
“Wages." {jQ ig ji pro<lnctivo labourer. On the other 
hand, we speak of a manager’s “ salary,” and wo include the 
remuneration which an employer gets for hi.s labour under 
the word “ profits,” which also covers the intcu-ost ho gets for 
his capital. There is no word in the English language which 
exactly corresponds with the idea we want to express ; and 
wo prefer to take the word “wages” rather than coin a new 
term. 

We have soon that every year a certain amount of wealth 
is produced in a nation. Out of that produce a certain amount 
What is left is paid to landlords as rent, and a certain amount 
after rent and ^ capitalists as iiitcrest, What remains goes as 

interest are l ® . 

paid, remuneration to those who have b«)en engaged in 

production. No doubt there are certain minor deductions 
to be made, such as the amount paid in taxes for tlie services 

M' . 
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which the GoverumcTit renders. But we may neglect these 
without affecting the general truth of the above assertions. 
Many taxes aid production by giving security to producers, 
or in other ways. These may be included under the expenses 
of production, and the net produce available for Rent, Interest, 
and Remuneration is that left after these and all the other 
expenses of production have been defrayed. It is the addi- 
tion made to the existing stock of commodities that is divided 
among landlords, capitalists, and productive workers 3 and 
those taxes that aid or protect production may legitimately 
be accounted as charges that have to be met before the 
distribution of the remaining produce. Taxes which do 
not fall under the above description must be though some 
considered as forms of expenditure differing from taxes are 
ordinary forms of consumption, simply in being forms of ex- 
compulsory. This difference is no doubt im- P®“diture. 
portant. A man’s contribution to the poor-rate cannot be 
regarded as similar in character to his voluntary charities. 
Nevertheless for our present purjjose we may consider the 
remuneration of labour as being approximately the residue 
of the Net Produce, after Rent and Interest have been 
paid. 

Important results follow from tliis way of looking at the 
matter, and in particular it must be noticed that the total re^ 
muneration of labour can only be increased, either only three 
by increasing the net produce of labour, or by cmSngThe 
diminishing the amount that goes to landlords or Wages Fund, 
to capitalists as Rent or Interest. So long as competition is 
moderately free, it would be idle to expect that in any progres- 
sive society the amount paid in rent will diminish. In such a 
society the tendency is for rents to increase, and although the 
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rate of interest is likely to diminish, it is probiiWo that Oapital 
increassd isicrcaso SO rapidly as to make the i;oial iiinonnt 

protiuctive- pgj(| interest a constanti? srrowi-ru; sujn. Its 

neaathe * . 

most hopeful tlicsc circumstaiices it is dneily to an sntntiase in 
ofthethtee. Produco that WO luiist look lor iaorriaaia/^ 

th(i ronnincration of lahmir, 

Ifc must further be rememhorod that an liicroaso in the f.uftd 
romunevation of labour is not inconsistoiit with u, fall in tlio 
Average avorago remuneration. The number of -woikovs 
^pends^L amongst whom the amount has to he distributed 
population, needs also to bo considered, and for average re~ 
rnune ration to rise, the total remuneration must increase 
more rapidly than the population. 

Again, it must be noticed that an increase in the Net Pro- 
duce will not necoasarily raise the share obtained by any one 
How will parties to the distribution. Whether it 

increased jogg rlopond on many considerations. It 

divided. nevertheless soo.ms probalde tliat iniprovoraents 

in production will to some extent benefit the workers as 
a whole. Let us next suppose that the amount available for 
the remimcration of labour is determined. It still remains 
to ask how this will bo distributed among the different 
classes of workers ; the relative shares that can be secured 
by different kinds of ability, the proportions of the “wages” 
of Employers and EmpIoyf3d. It is this last problem that 
we shall mainly be coucomed with in the remaining Mcctioiw 
of this chapter. 
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SECTION B. 


WAGES OF ABILITY. 


Tke reranneration secured by natural ability bears a certain 
analogy to rent. It is of the nature of an excess. Suppose 
that two farmers are applying for a farm, and that one of 
them by his superior ability or industry could make iSlOO a 
year more out of it than the other. Will the landlord be 
able to get more rent from him 1 No doubt in certain 
circumstances he could. If all the land in the district were 
owned by one man, an exorbitant rent could be secured from 
a farmer who was reluctant to go into any other district. 
But when competition is tolerably free, the competition of 
landlords would prevent this. If the rent were such as 
Eicardo’s law would account for, it would be the same for 
each farmer, and the more skilful would receive, as remun- 
eration for his superior skill, the whole of the extra produce 
it created. The same thing holds (normally) of hired work- 
men. Take two men, the difference of whose skill is repre- 
sented hy £1 a week. If it pays an employer to give £2 a 
a week to the less skilful, it will pay him just as well to give 
£3 a week to the more skilful. The employers might of 
coiu’se combine to prevent any man in the trade earning 
more than 50s. a week ; just as the employed might combine 
to secure a minimum of 46s. But if we ignore such combina- 
tions we see that the competition of employers will secure for 
our skilful workman just £1 a week more than the other gets. 
If he offered his labour at 56s. every one would prefer him to 
his rival at 40s., and he would soon find that he could secure 
better terms. 
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Similarly, in the case of employers, we Hnd iluit iJio skilful 
can secure for himself the whole produce of his superior 
skill Take a man who is earning £10,000 a year, hesidos 
the normal interest on his capital. His workmen perhaps 
grumble that he gets this large income out of thdr toil, 
yet they would perhaps find that this man pays as high, or 
higher, wages than one who is only eamiiig £1000 a year 
for his work of superintendence and direction. The extra 
£9000 a year reimesents his extra skill. Of course there are 
men who get large fortunes by cutting wMges down to the 
lowest point, but, as a rule, it will be found that successful 
employers pay at least as high wages as the less successful 
It may indeed bo asked why this particular kind of ability 
should receive so high a remuneration. To write a great 
poem is a nobler achievement than to judge correctly -when 
and where to buy, when and whore to sell, or whom to 
employ, and at what wages. Hut the exchange value of 
ability bears no proportion to its nobility, nor even to its 
utility ; and our present concern is with what men can earn, 
not with ■what they sJundd. Tint, secondly, it is to be noticed 
that a, distinction should be made between natural and 
acquired ability. The former is like land, of the nature of 
a monopoly; the latter is like capital, partly produced 
according to the demand for it. A clerk ■with a good 
knowledge of French is able, let us say, to earn £20 a year 
more than a similar man ’who knows no language but his 
own. So far as French is learnt merely for its commercial 
value, the number of clerks who know Fionch will be 
determined by the comparison of £20 a year ■^vitli the time 
and expense which will be involved in learuiiig the language ; 
and as education spreads, the remuneration for a knowledge 
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of French will (jerhainly dimmish, unless there has siinnh 
taneously taken place an increased demand for this attain- 
ment. In an ill-educated nation the ability to read and 
write may bo highly remunerated; but it receives no re- 
muneration at all when all men have had a fairly good 
elementary education. As society progresses, the remunera- 
tion for unusual natural ability (of the industrial sort) is 
likely to rise, for the demand for it will increase with the 
complexity of society, the extension of markets, and the 
invention of new processes. On the other hand, the remunera- 
tion for acquired ability is likely to fall, owing to the fact 
that the supply of it is likely to increase. Thus we find a 
fresh analogy of natural ability to rent, and of acquired 
ability to interest. 

SECTION C. 

WAGES OF EMPLOYERS. 

The rather clumsy title of this section will help to remind 
the reader of the sense in which we are using the word 
“ wages." The student will do well at this point to return 
to the analysis we made in Chapter III of the functions of 
employers in modern industry. It is difficult to over-estimate 
these functions. Not only does the employer generally take 
the risk involved in all industrial processes, it is also to 
him that the initiative in business generally belongs. In what 
we called times of bad trade, or depression, there is the old 
amount of land ; there is often a more than usually great 
supply of capital seeking employment ; of labour, too, there is 
an excess ; but though there is land, labour, and capital in 
abundance, there seems some impediment to their employ- 
' ■ »■ '■ ■ 
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raeiit ; they are like the enchanted people in the; fairy talc, 
who had to w^ait for the touch of a fairy waud before they 
could discharge their ordinary functions. Tin; shrewd hard- 
headed eniployer does not seem a yqij fiiiry-Iilce personage. 
Yot it is tor him that land, labour, and capitisd ai*Q waiting, 
Tho period of depression is often simply a period when the 
employing class have for some reason lost the courages and 
enterprise which usually characterise them. They have 
probably been frightened hy a number of commercial failures, 
and 80 trade is temporarily paralysed. Gradually, however, 
courage and enterprise revive, and, as at a touch of tho fairy 
wand, labour, capital, and land are brought into the needed 
co-operation by the intervention of the employing class. It 
is natural that the ablest members of a class which plays so 
important a part in business, should ho able to secure large 
“ wages.” Of people willing to be employers there is never 
likely to be a lack, but those who can wisely judge what the 
community needs, and how its needs are best to be sux^plied, 
are usually few in number. These men can generally 
secure a high remuneration for their work, and this remunera- 
tion is not obtained (as is sometime.*? thought) at the expense 
of labour. We imagined in Chapter III the case of two 
employers, one of whom got £1660 a year for Ms labour, 
and the other only £50 a year. We .said tliat there was no 
reason to suppose that the former paid lower wages than the 
latter; that in fact the probability was the other way. 
Moreover, the employes of tho successful man are far more 
likely to have regular employment. The other will fail 
when he is unfortunate, or will choose to become a salaried 
official. His men will be turned off, and will perhaps be 
some time without wages at all, and perhaps have to travel 
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in searcli of work, or be otherwise inconvenienced. Thus 
even with equal wages it would be better for the workmen 
to be under a successful employer ; while the probability is 
thet the wages paid by such a one will be somewhat higher, 
or at least that he will bo less likely to adopt petty economies 
of the kind that in the long-run are the reverse of 
economical On the whole, then, there seems little reason 
to grudge the high earnings of the successful men of business, 
taken as a class. These earnings are mainly a form of 
remuneration for natural ability. They are therefore of the 
nature of an excess, corresponding to the increased wealth 
produced by exceptional skill. 

If the earnings of some employers are exceptionally high, 
it must next he noticed that others earn exceptionally low 
remuneration for their labour. In saying this we of course 
compare their earnings with those of men of like ability and 
attainments, who are not conducting business on their own 
account. Some employers make, as profits, little more than 
what their capital would obtain in the shape of interest if it 
were invested in somebody else’s business. These men practi- 
cally get nothing as “ wages.” Others get less than nothing. 
Their business drags along, and in spite of constant labour 
tlieir capital is diminishing, or tlicy get less than the normal 
interest on it. In estimating employers' “ wages ” we have of 
coarse to include the successful and the unsuccessful. 

It is not easy to say how far the amount earned by an 
employer depends on the amount of capital he possesses. 
A large business needs a large capital, and if the profits made 
in it are at all proportional to the capital, it is obvious that 
the employer’s “wages” are much higher where the business 
is largo. Thus suppose two men conducting business with 
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capitals of £5000 and £20,000 respectively. Suppose the 
proiits in each case are at the rate of ton per cent., while the 
rate of interest is only four per cent. The “ wages ” of the 
first employer is only £300 a year, while that of the second 
is £1200. But this difference of “ wage ” mainly represents 
the greater ability required to conduct the larger business. 
If the first of our employers were competent to make ten per 
cent, profits on a capital of £20,000, he would proliably find 
little difficulty in borrowing £15,000, if not at four per cent,, 
at least at five, or six, or seven. The difficulties in the way 
of borrowing, and the additional sense of security wnth which 
a large capitalist inspires those he deals with, must no doubt 
count for something. And again, if a man begins with little 
or no capital some time must elap.se before he can convince 
bankers and other lenders of his ability to manage success* 
fully. Nevertheless, on the whole, and in the long-run, it is 
probable that the difference between the “ wages ” of different 
employers mainly represents a difference of ability (or good 
fortune) rather than the difference of capital, except perhaps 
in the early years of a man's business career. 

SECTION D. 

WAGES OF THE EMPLOYED. 

Wha.t are the forces which determine the wages of the 
great mass of the people, — of those who are often spoken of 
as the working classes ? This is perhaps the most important 
question in Political Economy, and it is one of the most diffi- 
cult to answer. I shall begin this section by a brief criticism 
of some popular theories on the subject, theories which have 
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obtained sanction and support from eminent 'writers, but 
whicb seem to me to be thoroughly fallacious. 

I. The Wages Fkjnd Theory. — ^This theory was adopted 
by Mr, Mill in his great work on Political Economy. Mr. 
Mill subsequently admitted that it was erroneous. Erroneous 
but neither he nor his fellows seem to have 
realised how completely this theory was inter- 
woven with his whole doctrine of Labour and Capital, of Profits 
and Wages. This theory implies that the average rate of 
wages depends on the proportion between capital and popula- 
tion \ or, to speak more accurately, between that portion of 
capital which is available for wage-paying and that portion 
of the population which is earning wages. There is a 
sense, no doubt, in which the Wages Fund theory is not 
only true, but even axiomatic. If we define the Wage 
Fund as the sum-total of what is paid in wages, 
it is obvious that we arrive at the average wages 
by dividing this fund into as many parts as there are wage- 
earners. To any one who understands the meaning of 
averages it will be clear that this is only another way of 
saying that people are paid what they are paid. But the 
Wages Fund theory which has disfigured much of English 
Political Economy implies far more than this. i„what 
It implies that a mere increa.se in the number of 
wage-earners necessarily lowers wages, unless there has been 
a simultaneous increase of capital j that when, for instance, 
the Huguenot refugees landed in England, their coming 
necessarily lowered English wages, unless they brought with 
them funds sufficient to pay their own wages I And yet a 
moment’s thought will show thatHf these Huguenots produced 
more than they consumed, they may have not only avoided 



tn'.ncliiiig on tlio wages of Engliahnien, Imb even have added 
to those wages. This at once suggests that the wages which 
people oimi are paid ultimately out of the produce of their 
labour, and not out of a sum that existed beioro their laboni' 
licgan. Another illustration will make the matter still clearer. 
A man auddonly becomes possessed of large slate qu.irrie.s 
wluu'o 10,000 men are employed all wagei; avoi'aging £2 ii 
week. It is Monday (wc will suppose), and ho know.s tliat on 
Saturday he will have to pay ;fi20,000 in wtJgos, Perhaps he 
has nothing beyond the quarries. Mu.st he borrow enough to 
make the payment ? Not necessarily. If he can sell the slate 
quickly for ready unniey he will probably have enough, when 
Saturday conics round, to pay what he owes. For if the 
quarries are bringing in a profit, the average weekly sales 
must exceed the average weekly payments. Where then is the 
Wage Purui from which the.se 10,000 men are paid 1 On the 
Monday it is in the form of slate, to which the men’s labour 
will add a value. Upon our assumption they will, strictly 
speaking, be paid out of the produce of their labour. 

And indeed, when we come to examine into the matter, 
we discover that this is the normal principle. An employer is 
hesitating whether to ong.age a man at a wage of a ■week. 
The fundamental question that ho asks him.solf is, Will this 
man’s labour be worth £1 a week to mo ? will he produce 
that, and enough more to remunerate moU’ The era ploy er 
has perhaps to pay rent, taxes, and intm’ost ; he has to got 
his own “wages”; and, lastly, he has to pay the wages ol 
those he employs. These, as we have seen, all come out of 
the Produce, and their joint amount niUBt bo detenninod by 
the value of that Produce. Thu.s the produce ^>f a man’s 
labour supplies us with a maximum which his wages cannot 
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iiormany exccjed. iiow fav they fall short of it depemls on 
many circumstances which we have partly considered in 
former chapters, and which we shall partly consider here- 
after. Do we then aflirm that the amount paid during the 
year in wages does not in any way depend on the amount of 
capital existing at the beginning of the year ? By no means. 
But our charge against the advocates of the Wage Fund 
theory is that they direct our attention to just that portion 
of capital which has least to do with the matter. Auxiliary 
Capital may conveniently be divided into auxiliary capital, 
and rmmvmmtive. Under the former we include all machinery, 
tools, materials, etc. ; under the latter we refer to the fund 
which enables employers to t.ake the risks of in- Remunera- 
dustrialism, and to advance the means of subsist- Capital, 
ence to labourers in a form that will meet their needs. This 
latter is usually called the Wages Fund. Its existence 
is a great convenience to the labouring classes, ^he latter a 
especially to those among them who do not pos- convenience, 
.sess the means of subsi.stence, and cannot afford to wait till 
the produce of their labour has been exchanged for the things 
that the labourers need. The labouring cla.sses 

^ for which 

ultimately pay for this convenience, for their labourers 
wages are somewhat less than they would be if ' 
they could afford to wait and run the risk; but this fund 
in no way rtieaswe^ the amount of wages they receive. On 
the other hand, the auxiliary capital (which the 
writers we are siteaking of exclude irom the former has 
Wages Fund) does really cause an addition to 
wages so far as it increases the produce by more amount ot 

i , . , , „ . , , wages paid. 

than the interest charged for its use and the 

extra remuneration which the employers can secure, There 
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is indeed no fixed proportion between Capital^ and Waps 
with a given population, but the amount of auxiliary capital 
does affect the amount paid in wages ; while the amount 
of remunerative capital — of the so-called Wnges h und has 
scarcely anything to do with the matter, except so far as it 
helps to keep the labourers in health and strength, and so 
increases the produce of their labour. 

11. The Necessaey Wage Theory, which wo will next 
examine, has at present more popularity than the one we 
have spoken of. It is, in effect, that there is a 
Ironetus Constant tendency for the wages of the great 
body of nnskilled labourers to sink to a point 
which barely suffices to sustain life. This is the so-called 
“iron law of wages” which Marx, Lassalle, and other 
Socialist writers have familiarised us with. But it has also 
been put forward by Bicardo and other writers strongly 
opposed to Socialism. It has tho advantage of seeming to 
account for tho persistence of poverty among the masses, in 
spite of the great increase of national wealth. But when 
we come to analyse tho phrase “ necessary wages,” 
we find ourselves in the mi<lst of ambiguities, 
aary ? What wagcs are necessary ? If by “ necessary 

we mean necessary for full health .and .strength, necessary for 
giving a fair chance for as long a life as comfort would 
ensure, it is obvious that the masses in Enghmd and else- 
where do not obtain such wages. The “laiw of Whiges,” 
whatever it is, so far from tending to force wages down to 
this point, evidently keeps them, in all communities we are 
acquainted with, very far below it. Again, sluill we interpret 
tho phrase as necessary /or &are existence 'I An appeal to facts 
disposes equally of the theory thus intcri)ret(>d. Englishmen 
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botweGn 1815 and 1848 presumably earned enough for bare 
existence ; but if we assume that the rate of wages during 
the period between the great war and the abolition of the 
Coni Laws wu,s up to the “ necessary ” rate, it is certain that 
at the present day it is considerably above it. Bare exist- 
ence seems a definite enough idea, yet it is certain that some 
people manage to live on what leaves others an easy prey to 
ileath. Is the necessary wage what is necessary for a bachelor, 
or v.drat is necessary for a married man with a large family 1 
At every attempt to analyse the “ bare-existence ” interpreta- 
tion we are met with fresh diflSculties, and we find it no more 
tenable than what we may call the “ comfortable-existence ” 
interpretation. Another interpretation might be given, but 
it is in itself so important, and so ill described by the phrase 
“necessary wage,” that we shall deal with it as a distinct 
theory of wages. 

III. The Standard of Comfort Theory.— This theory 
resembles the last, but it rests on the idea that all or most 
men have in their minds a certain standard of Third errone. 
comfort, for themselves and their families, which theory, 
they will resolutely aim at keeping up. "Wages, on this 
theory, tend to sink, not to what is objectively “ necessary ” 
for bare exi.stence or comfortable existence, but to the 
amount that will just enable the wage-earners to keep up 
their customary standard of comfort. It might seem a 
sufiicient answer to point out that the customary standard of 
standard of comfort is a result of the amount of comfort an 
wages earned. Agricultural labourers in a certain than a cause 
village earn on an average 15s. a week. They have 
a customary standard of comfort. This involves, let us say, 
a four-roomed cotta, ge, bacon once a week, a certain amount 



of beer and i(>1)acco, a cortaiu quantity and qualil}' of food 
and clothing for the man, for his wife, and for his children, 
Whence comes this standard. ? Plainly from the fact that his 
wages are IHr. a week, «.ud that this allows of suxdi cottages, 
ibocl, clothing, tobacco, etc. It Hoems al)sm’d to say that he 
gets Ihs. a week because he has this standard of comfort, 
when wo know that he has this standard of comfort because 
he and others like him have been in the habit of getting 15vS. 

a w'eek. Nevertheless there is, I think, some 
'ZtttS'in brutli in the statement. The man may be so 
the theory. fy this standard that sooner than accept 

less he will leave the village. This determination may he so 
strong, tliat the farmer will submit to lower profits, or hold 
out for a lower rent, sooner than lose the services of the man. 
In the long-run, no doubt, farmers’ earnings and rents tend to 
normal amounts. They will not permanently fall far below 
what they would be if the labourers were less resolute. But 
Temporary doubt, the determined stand for 

effects. wages that will enable a man to keep up his 
standard of comfort may be effective. Again, it is held by 
many that the labourer’s power to ahst.ain from marriage and 
the propagation of children puts into his hand a powerful 
means of keeping up his standard of comfort. In one sense 
this is certainly true, viz., that the individual 
maSriaaeand labourer may enjoy a higher stamlard of comfort; 
procreation. delaying marriage, or otherwise limiting the 
size of his family. But this fact does not help the tlieory we 
are examining. It only reminds us that with smallor families 
any standard of comfort can be kept up upon somewhat 
lower wages. Something more than this is needed to show 
tliat wages depend in any way on the standard of subsistence. 
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Ifc Biusfc bo sliowH fchati a diminution in the number of ■wage- 

earners tends to j)rovent wages from falling. Whether this is 

■so vdll be partly considered in a later chapter, but here we must . 

notice that it is by no means always the case that a lowering 

of wages is followed by a diminution of births. When the 

fall in wages is sudden and considerable, it is often founa 

that despair makes men reckless in this as in other matters ; 

and at any rate the effect of abstinence from propagation on 

the number of wage-earners is not felt till many years after 

the abstinence ; till the children have had time to grow to an ^ 

age at which they begin to receive wages. On the whole, 

therefore, there seems only a very small amount of truth in 

the doctrine that the %vages of the unskilled, or of any other 

class of labourers, depend on their habitual standard of « 

comfort ; and certainly it does not supply us with any com- 1 

plete explanation of the amount of wages that can he earned. ! 

I 

SECTION E. 

WAGES OF THE EMPLOYED--C«?/.://«m^<^. j 

Ib is easier to refute erroneous theories of wages than to pro- 
pound a true theory on the subject. Indeed, the facts and forces 1 

at work are so many and complicated that it may bo questioned 
whether they can he packed into any neat and simple theory. 

We shall only call attention to a few important points, and 
not attempt any exhaustive explanation of the rate of wages. 

I. JFager, are normally paid mtt of the produce of hhour, and 
mdst of what remains of that pi'oduce, after rentf mUrest, and 
emphyard remme, ration have heen defrayed. This The real 
is only a fresh statement of an old equation (see Wages Fund, 
page 20). Whatever increases the produce of labour in- 


m 



creases one or more of the shares, and makes il; posmle that 
all parties in the distrihutiou may obtain a larger share; 
Produce may hut it IS almost impracticable to lay down any 
wuhout general laws as to how the increase will be shared 
wasefiviasns. among tho claimants. If it is simply due to an 
increased population, it is possible that the total paid in 
wages may increase, and yet that the rate of wages should 
fall. Similarly, if the increased produce is due to an increase 
of capital, it is possible that the total paid in interest may 
increase, and yet that the rate of interest may fall. 

If the increase in the produce is due to some improvement 
in the quality or organisation of labour, it is probable that 
But the pro- all parties to the distribution will gain ; for such 
throther improvements are likely to increase the demand 
way. for Laud, Ijabour, and Capital, and therefore to 

raise the exchange value of each of tliom, 

11. What concerns the Mmirer is not Ms nominal wage 
(raeasured in money) hit his real loaije (measured in com- 
Distinction moditics). A man would neither gain nor lose 
norarnai*^*” by an increase of 10 per cent, in his money 
wages. wages, if he had to pay an extra 10 per cent, 
for everything he wanted. This, of cour.se, applies equally 
to the income of all classes ; and it adds to tlic difficulty of 
comparing tho condition of any class at two different periods. 
Difficulty in comparatively easy to estimate a change in 
comp.iring nominal wages; but the changes in prices are of 
^fferL^t A more complicated character. If the price of 

periods. agricultural produce 

falls, tho real wages of a meat-eator may be falling, while 
those of a vegetarian are rising. When we remember liow 
many articles are included in the consumption t>f most men, 
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and that the proportion of their amounts varies between 
each two individuals, the difficulty of an accurate calculation 
will be seen. Not less important from the worker’s point of 
view is regularity of employment. A man who 
earns 52s. a week, but is out of work for ten of employ- 
weeks in the year, only gets in money as much 
as one who earns 42s. all the year round. If he can count, 
with a fair amount of certainty, on getting 42 weeks’ work, 
his position may be preferable, even if his work is propor- 
tionately harder. The advantage of ten weeks’ holiday may 
compensate for the harder work. But if his employment is 
uncertain, its irregularity will he a most serious evHs of 
disadvantage. Seeking employment may be more uncertainty, 
harassing and exhausting than actual labour, and the alter- 
nations may disorder his life, lead him sometimes into 
extravagance, and compel him at others to pawn or sell at 
a heavy loss, or to stint himself and his family, and to thus 
diminish the efficiency of his labour or theirs. 

III. WTiat concerns the employer i$ not the nominal wage he 
pays (as measured by time), but the real wage Real wage 
he pays (as compared with the produce of the pioyer.?point 
labourer’s work). of '"‘ow. 

Thus the “real wage” differs according to whether we 
look at it from the point of view of employer or employed. 
If five English labourers can do as much work as six French 
ones, it is as cheap to pay 6s. a day to an English- lowering of 
man as 56. a day to a Frenchman. wages not 

It follows from this principle that what are gain to 
low wages to the employed may be high wages 
to the employer, if the labour given for them is inoffiicient j 
and as efficiency depends in some measure on the food, 
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(Nothing, honsing, etc., of tlio %^^orMng classes, it by no uioans 
follows that, a lowering of wages is a gain to tiu', employers. 
IJnderpaiil labour is, in fact, generally clear at tie-, price. 

IV. There, is a constant Uwlency to eqatilify in the wages of any 
two ocewpatwns which are jmictimlhj open to the so, me class of 
nersans and which need about the same nmmmf, of 

Equalising ^ * . .. , 

tendencies physlcid, wunxil, and 'intiMiictum ([‘iiahhes, an'l ate 
SmuS'etn. sulfed to eqml dismhantages. In estimating the 
pioyments. advantages, it is necessary to consider the 

attractiveness of the work, the risks, and other disagreeables 
involved, the constancy of employment, and other similar 
things. Let us suppose that the not ailvantages of a 
carpenter’s work are about equal to those of a builder, and 
that the qualities and the education rccpiired are nearly 
equal, but that carpenters are the more highly paid. It will 
not be easy for builders to turn into carpenters. A few of 
them might do so, but in the case of most, the difficulty and 
expense of learning a now trade, and getting up a new con- 
nection, would ho a sufficient hindrance, nevertheless, there 
will always be a certain number of young men choosing a 
trade who will he attracted into the one where the remunera- 
tion is higher. There is a tendency for young men to follow 
their father’s trade, but there will always ho many who are 
How tho under no strong motives to prefer either occupii,- 
Is in-ou"ht " these will provide a number ready to 

about. “ flow into one trade or the other according to the 
remuneration they offer. In our illustration, .such youths 
will he attracted to carpentering, and the increa.sod supply of 
labour will bring down the wages in that trade. A, corre 
spending tendency will raise the wages of bniidcr.s, and the 
process will continue till the wages are brought to a tolerable 
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equality. Where the net advantages are different, men will 
estimate differently the difference of wages necessary to make 
two trades equally attractive. The builder is more likely 
than the carpenter to be out of work during the winter ; and 
even if the annual remuneration is the same for the same 
number of hours’ work, the irregularity of employment will 
probably seem to most men a disadvantage ; but some will 
prefer the unequal distribution of leisure. A similar remark 
applies to other differences in the attractiveness of different 
occupations. 

V. People who begin life in different social positions do not 
compete with one another for employment to any great extent. 

We are all familiar with the great differences of remunera- 
tion ill different employments — differences which, in many 
cases, cannot be accounted for by the difference in the 
attractiveness of the work, or in the ability required for it. 
This will not surprise us when we realise to how large an 
extent different classes of workers are drawn from non- 
competing groups. We have spoken of lads hesitating 
whether to enter the builder’s or carpenter’s trade, and de- 
termined partly by the difference in the rate of wages. We 
have seen that the existence of such lads helps to equalise 
the remuneration in trades of the same social level. But 
there are practically no lads hesitating whether to be doctors 
or agricultural labourers, and there are practi- Non-compet- 
cally no forces at work tending to equalise the groups, 
net advantages of such occupations. The same thing applies 
to some extent to classes which are separated by no such 
gulf. Society is split up into non-competing groups, each of 
which, in the main, has to bear its fate alone. The rate of 
wages in each is that which equalises th© demand for its 
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particular kind of labour, with the supply of such labour in 
the market, and th(3 supply is not much affected (except 
witliiu the group itself) by the expected remuneration. 

VI The tendency of mtvpetition to equulm wayca for work 
of my given grade, and net advantages, is often defaUed hj the 
immUlity of lahoiin\ There are great <:lifllculth3s in the way 
of men moving from one place to another, or one occupation 
to another, when such movements would lie economically 
desirable. Those difficulties are even greater in the case of 
women. Among them, the difficulties of moving from place 
to place, ignorance, sentiment, and expense may he specially 
mentioned. The expense of moving would often be speedily 
covered by the better wages obtainable elsewhere, but the 
labourer whose wages have fallen is often in no position to 
defray the preliminary expense. It is often difficult for him 
to obtain adequate information as to the demand for labour 
and the remuneration it can secure in other districts than his 
own and he is often restrained by soutiments, some of which 
are honourable to him, from leaving a familiar locality, where 
ho has friends and relations around him, and memories that 
bind him to the spot. The difiicultios in the way of passing 
from one occupation to another are, in most cases at least, 
as serious ; and even the lad who has not yet entered a trade 
is often very strongly biassed to enter his father’s occupation. 
The wages in it may bo lower than in others of the same 
grade and net advantages, but for him the entry into it is far 
Immobility easier, and though he may he acquainted %vith 

not merely a’ disadvantages, ho would rather face them 
temporary " , , , p x 

check. than risk others that he knows not of, JM or must 

it be supposed that these difficulties are of a temporary kind, 
which only somewhat delay the readjustment of wages. For 
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if, from any cause, the remuneration of any kind of labour, 
in any locality, has fallen, the delay to move to another place, 
or another trade, is likely to be followed by a pennanent 
degradation, tlirough loss of efficiency, especially if the 
occupation was one in which the wages before the fall were 
little more than sufficient to provide the bare necessaries of 
life. “ With less food, which is the fuel of the human machine, 
less force will be generated; with less clothing more force 
will be wasted by cold ; with scantier and moaner quarters, 
a fouler air and diminished access to the light will prevent, 
the food from being duly digested in the stomach, and the 
blood from being duly oxydised in the lungs ; will lower the 
tone of the system, and expose the subject increasingly to 
the ravages of disease.” 

The underpaid labourer thus loses his efficiejicy. He is in 
fact not underpaid from the employer's point of view, for his 

work is not worth more than it secures. It is in 
, . 11- Equalisation 

this way, and this way only, that the “equalising through 

force of competition works when any sudden “^^sradation. 
change lowers tlie remuneration of any particular kind of 
labour, unless those engaged in it have sufficient energy, 
determination, and means, to move into some more favourable 
trade or locality. The law, in such case.s, ceases to be a 
beneficent one. It simply points to a degradation terrible to 
contemplate, and of which modern industrial history gives 
too many examples. 

If we view the industry of a nation as a whole, and ignore 
changes in population, we see that there are two main ways 
in which wages might conceivably be raised. If the Produce 
of labour is increased, it is pos.sible that all parties to the 
division may obtain a greater share, and thus that wages 
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may increase. Or, secondly, it is conceivable that while the 
Produce remains the same (or is oven diniinisho<l) the wage- 
C5arn(3ra might gain higher wages at tho osijeuf-e of the other 
parties who claim a share in it. To any suggested remedies 
for (gcnijral) low wages wo may tlKn-efore apply tho questi(ni: 
'Will it increase tho produce of labour ? and, if not, at wdiose 
expense will the rise bo ? 

Yil. The relation of Wages to Po|)ulation does not adnut 
of any general definition, but it is probably the case that 
Wages ami increase of population generally lowers wages 
Population, y/nl^ss it he accompanied hy an increase of Capital. 

We saw, under the head of Production, that an increase of 
population in an industrial community is generally followed 
by a proportional, or more than proportional, increase in 
Produedion, hut such an increase will generally lead to a rise 
in rents, and in tho rate of interest, unless there is a 
coiTosponding increase in Oapital. That i-ents will rise if the 
population increases, and otlier tilings remain the same, has 
been shown above ; and the rise in tho rate of interest 
follows from the fact that tho demand for Capital will 
naturally be increased by the increase of population. 
Employers’ remuneration will also probably inc, reuse, since 
there will be a greater liomand for business ability, and tliore 
will be little chatige in the supply if the increase of 
population has been in the labouring class. 'J'hus it is highly 
probable that, with an increase in the proportionate produce, 
the share obtained by the wage-earning class will iioi; be 
proportionally great, and therefore that the average rate of 
wages will fall. The same conclusion is suggested by 
viewing the question from the point of view of the demand 
and supply of labour. The supply of labotir is on om 
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assumption increased. Ko doubt there is also an increase in 
the demand. For each addition to the working population 
creates a demand for labour, by offering products in exchange 
for those of others; but the increased demand is probably 
not enough to balance the increased supply at the old 
remuneration, and therefore wages will probably fail. This 
conclusion, however, is not capable of proof. It amounts, at 
most, to a strong probability. Those who ^ ^ 

advocate prudence and self-restraint in the population 
matter of increasing the population would be neSssSiy 
wise to confine themselves mainly to the un- 

wages 

questioBable fact that wages which will support a 
small family in comfort will not keep a large one out of 
abject poverty. So long as the children are non-producers, 
it is evident that they are economically a loss, since they in 
no way replace what they consume ; and in the case of the 
very poor, large families must often lead to the loss of 
efficiency (and consequently of wages), which was referred to 
in the last section. 

VIII. ^Fhile Population and Capital are dationary, o/n increase 
in general wages caji he obtained only by increasing the annual 
Produce of Labour and Capital ; or by diminishing the amount 
that goes to Bent, Interest, or Employers' Bemuneration. This 
follows at once from the equation of Distribution. Tbe 
Produce is divided into four parts, and if it remains constant 
ao part can be increased, except at the expense of one or 
more of the others. It is difficult to see how 
the wage- earners can hope perceptibly and per- of raising 
manently to secure for themselves a larger share TxpTnseof 
of a fixed produce at the expense of either 
Kent, Interest, or Profits, For economic rent represents the 
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differences in utility or convenience tliafc exist betAveen 
different portions of the earth’s surface which it pays men 
to use. Law or custom may determine who gets all or part 
of this, but, as we saw in Chapter iv., it can in no way 11)0 
converted into Wages. Again, Interest is tlie price paid for 
oy of the use of Capital, and is deterininod by the supply 
Interest, demand of loanable capital. The rcsoliita 

action of wage-earners might affect the demand for c.apita], 
but the consequent fail of Interest would probably affect the 
supply, especially by causing much capital to emigrate. This 
would probably diminish the produce, the fund out of which 
wages come. It is most improbable that the wage-earning 
class can gain anything by discouraging the accumulation of 
capital. The only way in which they are likely to profit by a 
fall in the rate of interest is when that fall is due to an 
increased supply of capital, through an increase in thrift, or in 
that produce which measures the power of saving, Lastly, it 
Of of is difficult for wage-earners to gain by diminish- 
profits. jjjg employers’ remuneration. It must be remem- 
bered that many employers get as profits little or nothing 
beyond the current rate of interest on the capital they have 
invested, and some get oven less than this. The honest 
profits of the successful man of business represent his 
superior skill or good fortune. They are not ma<lc, strictly 
speaking, at the expense of Ins employes, since lie probably 
pays at least as high wages as his less successful rivals. To 
drive him fr-om the field, or to induce him t,o retire from 
business and to live on his interest, would be the revci'se of 
a gain to the working classes. It must also be remembered 
that the initiative in modern industrialism lies with the 
employing classes. It is the employers whc" set capital and 
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labour to work, and any considerable diminution in their 
remuneration tends to paralyse industry, and to swell the 
number of the unemployed. On the whole, then, we con- 
clude that under the existing organisation of industry, the 
best hope of raising wages, with a given population, lies in 
increasing the productiveness of labour and capital, or in 
increasing the amount of capital productively employed. 


SUPPLEMINTAEY EEADING. 

Mamha-LL, Book VI. Chaps, i. to v. ; xi., xii. 


QUESTIONS. 

1. What determines the amount available in any community for 
the remuneration of labour ? 

Analyse each term in the equation of Distribution. 

2. Indicate some of the chief causes of the amount of remuneration 
obtained for their labour by (1) miners, (2) lace-designers, (3) pro- 
fessional cricketers, (4) large employers of labour. 

Gonsider in each case from what social level the occupation is recruited, 
and then indicate net advantages and requirements, as compared with 
other occupations on the same level. 

3. Consider whether wages would be increased by — 

(1) A successful system of technical education. 

(2) The disuse of alcoholic drinks. 

(3) The nationalisation of land. 

The ejfect on Production and that on Distribution must he considered. 

4. Explain the phrases “immobility of labour ’’and “standard of 
comfort,” and show how the facts they point to affect the wages’ 
question. 

o. Con.sider briefly the economic effects of a poor law which secures 
that no one need starve. 

Notice effects on thrift and industry. Explain the principles on, which 
you think such a poor law should be based. Should out-door relief be 
gtven to supplement low wages ? Who shmld bear the burden t 
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6. Discuss the -ivay in which the progress of civilisation is likely to 
affect the profits of employers. 

Distinguish between the tendsncieft of inte.rest” and of employers' 
'‘'remuneration.” Show the tendencies of increase in populaiiout im- 
proved intercommtinication, inverdionSf spreMd of education, etc. 

7. “ Many manufacturers admit that if they could get t%vo sets of 
men to work their machinery for eight hours a day each, they could 
afford to pay the men as high daily wages for the eight hours’ w'ork 
as they now pay for ten hours, and yet make a better profit.” 

Show the reasonableness of this. To what kinds of trade should 
you think this “shift” system most applicable? Indicate any of ita 
advantages and disadvantages. 

Consider what has to be paid out of the produce of labour, and apply 
the result to each system in turn. Notice social as well as economic fleets 
of the system, stating what hours you would assign to each set of men. 
They might change about in alternate weeks. 


CHAPTER VII 


TRADES UNIONS AND CO-OPERATION. 

SECTION A. 

TRADES UNIONS. 

Among the many means by which the working classes have 
sought to secure more remuneration for their labour, the two 
mentioned at the head of this chapter seem to deserve a 
special consideration on account of the extent to which the 
movements represented by them have spread, and the degree 
of success they have achieved. 

Trades Unions are organisations by which labourers 
engaged in any particular kind of work seek to promote their 
common interests. Their objects may generally be classed 
under three heads, 

1. Trades Uiiiom seek to provide the benefits of insurance 
against losses caused hy sickness^ slackness of work^ etc.; and other 
advantages of benefit societies. 

There are obvious advantages in having such societies 
limited to single trades. A man in any trade is Trades 
generally known to some others in the same. A 

jDcnent 

society limited to members of a particular trade societies, 
can consequently get on without much of the advertising and 
agency expenses which must be incurred by societies which 

n 
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are not thus limited. The mutual knowledge of the members 
secures also a comparative immunity from fraud. This 
branch of the work of Trades Unions is generally appr^ed 
of, even by the most hostile critics of these organisations, 
and it is right to notice how large a portion of the work oa 

Unions is included under this head. t i 

During the twelve years from 1892 to 1903 the hundred 

principal Unions paid more than fifteen and a quarter 
Larppro- milHon of pounds in general benefits, against 
portion of a quarter million in strike benefits. 

funds used «' ^ ... 13 

thus In other years the large societies have expendeci 

their funds in a somewhat similar proportion, so that if we 
measure their work by their expenditure, we shall regard this 
first branch of their labour as the most important ; but from 
about the year 1890 a number of Unions have been formed 
which offer practically only Strike benefits. These “ newunions 
are chiefly for unskilled labourers, who pay from one to three 
pence a week, and use their funds for fighting purposes only. 

2. Trades Unions seek to Iceep up and to raise the wages in tJieir 
trade. 

If we compare the wages of unionists at the present day 
with those earned by artisans before the days of Trades 
Historical Unions, or with those earned now in trades 
evidence. -wrliero there are no Unions, we see primorfacie 
reason for believing that no small success has been attained 
by these bodies in raising wages. Other explanations may 
indeed help to explain the differences, but there is strong 
reason to think that Unionism has to be partly credited with 
A Driori result. It is obvious that men acting in corn- 

evidence. bination are more likely to secure the full remun- 
eration which the conditions of the trade allow than the 
game men would be if they acted separately, competing with 
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one another without restraint, for employment. They may 
often accelerate a rise in wages which would otherwise he 
delayed ; or delay a fall which would otherwise have taken 
place. But it must he remembered that in the main, and in 
the long-run, wages are determined by quite other forces 
than a resolute insisting on a minimum of remuneration. 
The prodiice of labour and capital supplies, as we have seen, 
the rent paid for gifts of nature, the interest on the capital 
used, the remuneration of employers, and the wages of the 
employed. If the produce remains constant in 
quantity and price, an advance of wages can only in raising 
be obtained at the expense of rent, interest, or 
profits. It is difficult to reduce any of these items. For if 
interest falls, capital may fl.ow abroad, or cease to be accumu- 
lated to the old extent, and the diminution of the supply of 
capital will force back the rate of interest ; again, if the rise 
of wages be at the expense of profits, business ability will be 
driven out of the field. Some competent employers will 
emigrate, or retire from business, and the diminished supply of 
business ability will raise the remuneration of what remains, 
and force profits hack. Bent, on the other hand, represents 
differences of natural advantages, and can scarcely he forced 
dowT) by the insistance of the employed on higher wages. 
There only remain two possibilities, (l)to increase the produce, 
(2) to raise its price so as to protect all parties in its produc- 
tion from suffering any loss. The former method may unques- 
tionably result in a rise of wages, but it is beside our present 
question. It only therefore remains to ask whether a rise in 
price, caused by the insistance of the employed on higher wages, 
can bo sustained. In some cases this must plainly be 
answered in the negative. If the rise in price enables some 
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foreign competitor to undersell the home producer, ^ the rise 
cannot he sustained, and, in fact, the trade maj be ruined. 
In other cases the possibility of maintaining the rise depends 
on whether the net advantages of that trade were pre^dously 
lower than those in other trades of the same social level, and 
requiring equivalent qualities from those engaged in them. 
Unless such a difference previously existed there will now he 
a flow of labour into the trade, and the increased supply of 
workers in it will gradually force back the wages to their old 
amount, or, possibly, for a time, even below it. Trades 
unionists must therefore be careful not to over-estimate their 
power of affecting wages by combined action. They can do 
much in keeping their wages up to the normal amount, hut 
very little towards raising them any higher, This fact will 
become more clear when we have examined some of the rules 
which Unions have tried to enforce. 

3. Trades Unmis seek to wganise their trad,es to the advan- 
tage of their memhers hy insisting on certain rules. 

It is scarcely necessary to observe that the advantage of such 
efforts depends upon whether the rules are good ones or bad 
ones. Every rule has to he tried on its own merits, and in 
relation to the circumstances of the trade for which it is 
proposed. We may notice here that every rule which tends 
Primafaeh diminlsb production is open to the prima facie 
objection to objection that it tends to diminish the fund out 
ingproduc- of whicli wagcs, no less than interest, rent, and 
uon. profits, have to come. The burden of proof must 

rest on those who advocate it. They must show that its 
advantages overbalance the presumption against it. Un- 

^ This part of the argiunent will be better nadorstiood after tha 
student baa read the ohapters oo Price and Foreign Trade. 
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fortunately, many of the worldng classes seem to regard the 
ftmitiug of production as good in itself, and as tending to 
create (jmployment. They do not seem to see that Produc- 
tion is tlio end of labour i that a country is poor when it has 
produced too little, and not when it has produced too much. 
In particular cases a limitation of production may be desirable. 
For production in any special department may have been 
disproportionate, and the goods produced in it may therefore 
not exchange for what provides a fair remuneration for the 
workers in that department. But in itself a limitation of 
production is a disadvantage to the community, and not least 
to the working classes. Nevertheless, it must he remembered 
that rules which in the first instance diminish production may 
in the long-run increase it, especially if they tend to prevent 
excessive work and inferior workmanship. The rales of 

some Unions against piece-work — their insistance ^ . 

^ * Rules against 

that work shall he paid by time and not by the payment by 
amount of work that is done — will servo as a good 
illustration of this. A workman who is paid by the piece is 
under a strong temptation to hurry his work, and to do more 
than it is well for him to do, having regard to his future effi- 
ciency. To prevent this system of payment may therefore be 
a gain, even if it diminishes (for a time at least) the amount 
<lone. Again, it must be remoinbered tliat a workman’.^ in- 
terests are not limited to the araoimt of hi.s weekly wage. 
It is important that he should have enough strength left 
to enable him to enjoy his leisure hours in a rational way; 
and even if it could be shown that the rule against piece- 
work diminished his wages, the loss may be more than 
balanced by the prevention of a mode of payment which 
leads him to overstrain himself during his hours of work. 
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The attempt of Unions to fix a miriimiim of wage for a 
day’s work of given length in tlioir trade, for each 
minimum”^ district, seoms to belong to the second rather than 
to the third of the heads into which I have 
divided the objects of Trades Unions. For the main direct 
way in which these bodies seek to increase the remuneration 
of their work (time wages) is by combining, so that the 
individual workman, who is poor and weak, may not have to 
make terms alone with a rich employer, and so tliat the 
workmen may not compete against one another for employ- 
ment without limit or restraint. This can only he secured by 
the members of the Union undertaking that they will none of 
them work for less than a given amount. But some of the 
indirect consequences of sxich a rule deserve examination here. 
Does the rule minimum wage is thought by some to 

keep down cause a reduction in the remuneration of the 
the more* ° abler aiid more industrious workman. It is 
efficient? argued that because the employer must give the 
full minimum to the less competent, he cannot afford to 
give all he would otherwise have given to better workmen. 
This is not clear. If a man is engaged at the minimum, it is 
because his employer thinks it will pay him to secure that 
man’s work, even on those terms. The superior efficiency 
of the more competent is not thereby diminished. He is 
worth to an employer as much as ever more than his less 
competent fellow, and, in the long-run, the competition of 
employers will tend to secure for him the due excess of usages 
above the minimum. But even if it be granted that the 
levelling up of the wages of the less efficient involved a 
levelling down of those of the more efficient, the result 
would not be one to be deplored, especially when, as in this 



S 60 t A.] 


case, the loss is voluntarily risked in the interests of the 
class. At any rate, we do not find that the more efficient 
members of a ti’ade are disposed to complain of the operatioxi 
of this rule. It is not they who are wont to stand aloof 
from the Unions, and to prefer to make their own terms 
independently with employers. The rule is rather the other 
way. Non-Unionists are, on an average, and as a rule, less 
efficient workers than Unionists. The reason of why inferior 
this is sufficiently obvious. A Unionist whose ^ten 
work was not worth the Union minimum to an unionists, 
employer would fare badly under the rule. He would 
probably be compelled to leave the Society, and accept lower 
wages than any Unionist might take. There are some such 
men whose absence is little loss to the Unions j but it is to be 
regretted that few Unions have seen their way so to modify 
their rule that members whose inefficiency is due to their age, 
or bodily defects, should be allowed to work at a proportion- 
ately lower wage. With reference to a fixing 
of a maximum of hours, it may further be noted maximum of 
that most of the considerations referred to in 
connection with the rules against piece-work have to be borne 
in mind. Excessive toil is unfavourable in the long-run to 
efficiency; and even when the hours are not sufficient to defeat 
the object for which they are prolonged, a rule wdiich protects 
men against -vrorking for more than a given number of hours 
may have advantages wffiich more than counterbalance the 
pecuniary loss. After all, wealth is only one element of 
wellbeing, and the effect of the conditions of work on 
character and life are at least as important as their effect 
upon income. Among the means by which Trades Unions 
strive to benefit their members, we may next mention thdr 
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attempts to rnmt, the numte of approaticos 
that may enter their trade. Tim wise adapta- 
tion of the supply of any kind of labour to the 
probable demand for it ie one of the great noede of modern 
Ldustry. What happens at present is eomethmg oi tine 
n„.»aap... eort:-A trade is flourishing; proiits and wages 
aon of supply Jt are above the normal amounts A stream 
f=™oT“ of capital fmd labour flows into the trade, and 
generally continues doing so till the renanneration for them 
falls considerably below the normal amount. It is difl.cult 
for the stieam to flow back. Much of the capital is in a 
form that cannot be transferred without luinous loss, and 
the particular kinds of skill which the trade requires are 
eaually difficult to utilise in other trades. If the mflow of 
sWlled labour has been considerable, its wage may fall to the 
level of that of unskilled labour, or oven lower, if the former 
requires less physical strength than the latter. A change m 
fa*ion,tho granting of bounties by a foreign government, 
the invention of new processes, may aggravate or initiate the 
evil; and skilled artisans may', by no fault of their own, bo 
plunged into extreme poverty, owing to the fact that there 
are more in any particular trade than the number for which 
there would be au adequate demand. We cannot, therefore, 
wonder that the TTniona should be jealous of allowing a free 
admission to their trade. They have generally, however, 
Th^iimitstioa Carried this jealousy too far. striving to pt an 
of apprentices advantage by an excesfjive liniitation, by 

ft‘r keeping the number of apprentices below what it 
would be if the probable demand wore intelligently estimated. 
The consequence has been that the apprenticeship system 
h-as to a great extent, broken down. Unions have been 
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coiupeiled to adnnt as members many who hare never served 
an apprentioesbipj and their rules on the subject have 
achieved little beyond an unnecessary lowering of the 
standard of workmanship. 

It is impossible to deal in this short treatise with the 
more controversial aspects of Trade Unionism. The great 
weapon used by the Unions to enforce their rules and to 
raise wages is the strike, or the threat to strike. Employers 
have met this by the formation of organisations of their own, 
and there is a constant tendency on both sides to amalgamate 
and federate. Collective bargaining between ever-increasing 
rival bodies has come more and more to prevail. Side by side 
with this development, there have come more and more 
attempts to prevent or at least to mitigate industrial war- 
fare, by Arbitration or Conciliation. The great Coal Strike 
of 1912 drove Parliament to establish a form of compulsory 
arbitration in this particular industry in order to deal with 
one particular branch of it, namely, a local minimum wage 
for underground workers. Meanwhile in various industries 
there have been more or less successful attempts to diminish 
industrial warfare by profit-sharing and similar schemes. 

Again, the question of the legal right of Trade Unions to act 
in restraint of trade, and of the liability of their funds for 
wrongful acts of their agents, as well as of attempts by 
picketing and other means' to prevent workers from taking 
work in defiance of Unions, have been frequently before 
Parliament and the Law Courts. Economists like politicians 
and other observers are unable to agree as to how far Trade 
Unionism has benefited either the Unionists or the general 
community. The power which it undoubtedly enjoys may 
be exercised in such a way as either to increase or to diminish 
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the efficiency of labour, and of the way in which labour is 
applied. It may improve the conditions of the workman's 
life, or, by grasping after the unattainable, it may seriousty 
injure them. Much depends on the capacity of the vonkers 
to learn by experience, and to refuse to be led by obvious and 
apparent considerations to ignore or to under-estirnate the 
indirect consequences of any policy they pursue. 

SECTION B. 

CO-OPERATION. 

The word “ Co-operation ” is used for that mode of in- 
dustriali.sm under which labourers try to dispense with the 
Meaning of employing class. Instead of waiting to be hired, 
Co-operation, ijorrow (or provide) the capital necessary for 
starting a business, and after paying interest on any borrowed 
capital, divide the profits among themselves in some way 
previously agreed upon. 

There are three groups of persons, any one or more of 
which may, under co-operation, receive a share of the profits. 
There are (1) those who have provided the 
unLrCo- capital, (2) those who have been customers to 
operation. busincss, (3) those who have provided the 

labour. In some co-operative stores each of these parties 
gets a share in the final division of profits ; the capitalists 
according to the amount they subscribed, the customers 
according to the amount of their purchases, the workers of 
every grade according to their wages, or according to some 
other law. It is common, however, to limit the division 
to the two former of these classes. Under this system 
nothing is directly done to benefit wage-earners, as such ; but, 
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as far as these wage-earners provide the capital, or deal 
vdth the co-operative business, they, of course, derive benefit 
from the system. 

The advantages of co-operation are many. Assuming that 
it can hold its own against the system of private employers, 
it secures for the co-operators what would, under 
the other system, have been the income of the ^'iT-opera- 
emxiloyer. It also encourages thrift, by providing 
a convenient and attractive mode of investment for the 
savings of working men; and when it takes the form of a 
retail business, it does much to promote their interests as 
purchasers, since they are themselves at once sellers and 
buyers. All this goes, however, on the assumption that the 
business is really a paying concern. Otherwise the invest- 
ment offered for workmen’s savings will not be a good one ; 
the wages offered will very likely have to be less than those 
which a private employer would give; and even, as customers 
the co-operators may suffer and have to pay higher prices for 
their goods than they need pay at ordinary shops. These depend 
The success of co-operation must therefore depend work- 

ing being 

on the question whether it can be made to pay ; economically 
whether, in other words, the loss of the em- 
ployer’s direction is compensated by the saving of his re- 
muneration, and by the stimulus given to production, or to 
the sale of the products. 

This is mainly a matter that must be settled by experience, 
and experience has shown that co-operation can successfully 
be applied both to wholesale and to retail busi- success in re. 
ness, hut that the difficulties of applying it to tail trading, 
ordinary jiroductive purposes are so gi-eat that they often 
prove insuperable. The success of co-operation wben 
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applied to shopkeeping may partly be measured by the 
following figures : — In the year 1909 Co-operative Societies 
had more than 2,500,000 members, and a trade of nearly 
,£132,000,000 j but 97 per cent, of the membership and 
more than 96 per cent, of the trade was done by the 1580 
distributive societies. These, however, include two large 
wholesale societies, whose sales included £24,000,000 worth 
of goods produced under co-operative conditions. Eighty- 
eight per cent, of this production comes from the factories and 
workshops of societies that are mainly distributive. Among 
the branches of retail trade that are being successfully worked 
by co-operative societies, grocery, drapery, boot and shoe, 
coal, butchers, bakers, tailors, furniture and hardware, may be 
mentioned. It has to be noticed that most of these societies, 
besides offering a good investment for the savings of work- 
ing men, are also the means of providing better goods than 
are generally sold at the same price in those retail shops to 
which the working classes mostly resort. On the other 
hand, it must be pointed out that most of these societies do 
little or nothing towards applying profits directly to the 
raising of wages. Only in a few of them is a share of the 
profits distributed among the employes. In the main, those 
who work in co-operative stores are engaged at fixed wages, 
similar to what are offered by private employers, and they 
have no special inducement to industry or honesty, unless 
they happen to he also shareholders or customers, or to be 
animated by loyalty to the principles of co-operation. 

The so-called Agricultural Co-operative Societies are not 
included in the above, as most of these societies are not 
** co-operative " in a technical sense in which this word is used 
in this chapter, although, in the larger etymological sense of 
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tlie word, they are certainly co-operative. A number of 
farmers join in tlie making or marketing of butter, cheese, 
and other products. This plan has been adopted with con- 
siderable success in Ireland since 1895, in England since 
1.901, and in Scotland since 1905. Similarly the experiments 
in co-operative banking and insurance have not been in- 
cluded. They are for the most part only co-operative inas- 
much as that they provide banking and insurance facilities 
for co-operative societies. 

The failure of co-operation when applied to ordinary pro- 
ductive enterprises has not been universal. More than one 
hundred societies are now at work in England, 

producing wealth and distributing the profits, cess in pro- j 

after paying interest on capital, in the form of I 

bonuses on wages. But against the hundred successfully j 

worked societies, we have to put thousands of failures. This : 

is not very encouraging, especially when we remember how 
much enthusiasm and unpaid labour has been given to co- 
operative production; how it has been gratuitously adver 
tised by eminent writers, orators, and philanthropists. ? 

The question whether greater success is likely in the 
future to attend co-operative production is not easy to answer. ‘ 

We have seen what advantages a thoroughly prospects of * 

well-managed co-operative business would have co-operation. 
over one equally well conducted on the ordinary principles. 

In the former, the employer’s place would be taken by a 
manager receiving a fixed salary, presumably far less than 
the employer’s income. The balance would be available (1) 
to encourage thrift by giving an extra premium on the 
capital invested, (2) to stimulate industry and honesty in 
those employed, by giving them a share out of the profits in 
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addition to the wages which they would got elsewhere, (3) 
to secure a larger business by returning something to all 
customers proportionately to their purchases. 

Such a society ought to have three advantages over the 
private employer : it ought (1) to borrow capital more easily, 
(2) to secure bettoi* and more faithful workmanship, (3) to 
secure a larger business. Hoav comes it tlicn that so lairge a 
proportion of societies have either failed completely, or 
secured only a very moderate success 1 It seems plain that 
the defect must be in the management. Some co-operators 
have grudged paying a sufficient salary to attract thoroughly 
competent managers ; and even -when the salary has not 
been inadequate, the manager has not bad the stimulus 
under which an employer works ; the stimulus of knowing 
that he is taking the risk, that he will got all the excess of 
profit, or have to bear all the loss incurred. There is no 
theoretical way of determining Avhether this disadvantage 
will be compensated for by the advantages enumerated 
above ^ and even where experience has indicated that the 
balance of gain is against co-operation, it by no means follows 
that the future may not show more favourable results.^ The 
progress of society is favourable to co-operation, at least if 
it is accompanied 1)y an elevation of men’s characters in the 
industrial qualities, and especially if it makes men more 
prudent, if it leads them to prefer a moderate competence to 
the excitement of speculative business, and the possibilities 
of rapid enrichment, with the accompanying possibilities of 


* This was written in 1889. Later experienee has been nior<s 
favourable, but not sufficiently so aorionsly to modify the statements 
: in the text. ' 1906. 
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SUPPLEMENTARY KlABINa. 

Makshall, Book vr. Chap. xiii. 

QUESTIONS. 

1. Point out the chief economic considerations hearing on the effects 
of a Trades Union Rule (1) to limit the number of apprentices in the 
trade, (2) to limit the hours of work, 

2. Discuss the question whether Trades Unions can raise wages, 
indicating any of the difficulties in their way. 

3. Why should Trades Unions insist that none of their members 
should take less than a defined minimum of wages in each district ? 

4. What is meant by Co-operation ? 

How should you account for the exceptional success which has 
accompanied its application to shopkeeping ’ 

6. A manufacturer arranges to distribute .among his employes | of 
his profits, after taking 6 per cent, on his capital. Wherein does 
this system resemble, and wherein does it differ from, co-oper.ation ? 
What would be the chief advantages, and what the chief difficulties 
of such a plan ? 

6. Co-operation has done much for the working classes, but it has 
not (to any great extent) enabled those who do the work to share 
the profits, except in so far as there are shareholders or customers of 
the co-operative concern. 

Explain this statement, and, assuming its genenal truth, discuss the 
causes to which you should attribute the fact. 
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EXCHANGE VALUE. 

In the present Chapter we have to consider the qiiestion, 
“How comes it that a certain quantity of one commodity 
The problem exchanges for a certain quantity of another com- 
of value. modity (neither more nor less) ? ” 

To answer this question fully would occupy a large volume j 
and indeed the considerations that may arise are so man)' 
and complex that it is doubtful whether our question has 
ever been fully answered. Wo shall confine ourselves to tim 
most fundamental forces whicli determine exchange value. 

And, first, it is to be noticed that people are willing to 
give things in exchange for others, not merely because they 

t?a?clnnot «<'^nno‘fc 

berepro- ohtaiu them without labour. The amount and 

oSiab^ul ’ labour aciiuired for producing a thing 

havevaiue. jg the most general of the ultimate cluses that, 
determine exchange value. I want a loaf of bread, a hat, 
and a diamond ring. 1 find their prices are a penny, five 
shillings, and ten pounds; in other avoids, tha,t ilioir values 
are as 1 : 60 : 2400. The simplest broad g.uierai explana- 
Cost of pro- tiou of the fact is that it costs sixty times as 
auction. produce a hat as to produce a loaf of 

bread of the required kind; and forty times as much to 
produce the diamond ring as to produce the hat. Whence 
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comes i-lxis difference of cost ? In the main, it comes from 
the quality and quantity of labour involved in producing 
them. We have seen in earlier Chapters that different kinds 
of labour can secure very different remunerations. But lot 
us suppose for a moment that all kinds of labour ranked 
equally, and that in a given time the same number of men, 
working at the production of the several articles, could 
produce 2400 loaves, sixty hats, or one diamond ring. This 
would afford a preliminary explanation of the rates at which 
they exchange for a common measure (money). 

In this illustration we seem to have ignored the part 
played by capital and land in the production of the articles 
in question. We must next justify this apparent omission. 
First, in the case of land : We have seen that rent represents 
the excess of produce over what is produced on the margin 
of cultivation. We may suppose that some of the wheat 
used in making the loaves grew on land on the margin of 
cultivation, and therefore paid no rent. In this Rent 
case we see at once that no rent enters into the 
cost of production. But in the case of other 
wheat, rent simply enters, in a way that equalises the cost 
of production, on more and less favourable lands. To the 
individual farmer rent is of course an item in his cost of 
production ; but we sh.all see further on that it is the cost 
tff rejnvdndhm^ rather timn that of production which deter- 
mi?ios value, and. this additional produce must be regarded 
as raised on the margin of cultivation, since it is the better 
land, that is resorted to fcst. We see then that rent m.ay 
bo eliminated from the cost of reproduction, and therefore 
from ike force.s which determine value. But can we 
^ Tbs? .lort of producing more of the article in question. 
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eliminate interest? We must here remind our readers that 
capital is the product of labour. Now, in our supposition 
concerning the amount of work needed for producing loaves, 
hats, and rings, we must evidently include the Iabo\ir 
necessary to produce the tools and machinery by which 
those articles are produced, and we introduced the words 
“ in a given time in order to avoid the consideration of the 
fact that more interest might have to be paid in one case 
than in the other, owing to the longer time that might 
Remunera- elai)se before capital got its returns. In reality, 
tinence more right to ignore this differenee 

enters into ti;ian we have to ignore the fact that one kind of 
auction. labour can secure higher remuneration than 

another. We shall have to introduce both these considera- 
tions before we can formulate even a rough “ law of value.” 

Notice nest that the fundamental consideration in an 
eschange is 7iot the question what it lias cost to produce 
Cost of Re- either commodity, but what it nmld cost to 
production, profiuce another, A new invention may have 
greatly cheapened the production of either. No one will 
give more for an article produced by tlie old and expensive 
process than for an equally good one produced in the cheap 
way. Again, it sometimes happens that it is impossible to 
go on producing at the old cost. In this ca.se the exchange 
value will still be regulated by the new cost. It is useless 
to tell the owner of them that their production only cost 
him the smaller amount. If you will have to pay the larger 
amount for reproduction, he will be able to get that amount 
from you. Value is therefore measured by cost of repro- 
duction, but not necessarily by the cost of reproducing a 
similar article. A cracked tea-pot would not exchange at a 
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rate measured by the cost of reproducing a siiiiilar article ; 
but at the cost of reproducing an article of similar utility' 
Let us sum up the law of value up to the point that we 
have as yet reached. We find it can be expressed in the 
following form : 

m value 0/ amj canmodUy, 0/ which {he m^ly urn he m- 
creased, Uuds iomds the cost of reproducing a ernnmodUy of equal 
vMUty, and this cost depends on the quantity and l^w f 
quality of the labour involved in the production 
and on tte rate of interest, and the time during which capital 
IS locked up in the production. 

We will next examine the nature and limitations of the 
tendency referred to in this statement of the law of value 
It may have already occurred to the reader that when a 
person wants to purchase a commodity he does not generally 
wait for such a commodity to be reproduced. This is no 
doubt the case; and it is not by any moans the 
case that the price sot upon them is oven approxi- taaliL 
mately measured by the cost of reproducing 
them. If the articles are of a very destructible sort as 
strawberries, we shall see that their price often diffora greativ 
from the cost of reproduction ; bnt even in these oases com- 
petition lends to drive the price towards this point. If year by 
year, the remuneration of strawberry-growing were dccidedly 
greater tlmn that of other labour of the same quality and 
quantity, tins particular occupation would attract more people 
into It. ^ In the same way, if fruiterers received more re- 
muneration for their labour than bakers or grocers fafter 
due allow'anco for differences in the skill, capital etc. 
required m the different trades), fruiterers' shops would 
multiply, and the competition between them would force 
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down their earnings. Thus there is a constant tendency for 
7 alue to approximate to the cost of reproduction in the case 
of ordinary commodities. 

In the note on pages 36, 37 we saw that the value of any 
commodity depends on the supply of it, and the demand for 
Value really it; and it might seem that a simpler and more 
S^iyand general law could he obtained from the relations 

Demand, of Supply aud Demand than from that of Cost 

of Eeproduction. But a little thought will show that a law 
based on Supply and Demand will help us little in accounting 
for the exchange value of ordinary commodities. A certain 
kind of hat exchanges for 5s., but it will not help us much 
in trying to account for this, to say it is because there are 
10,000 such hats in the market, and 10,000 persons willing 
but demand ^0 5s. each for them. Even if the fact were 

so, we should still have to ask how comes it that 
10,000, or about 10,000, hats are in the market, 
and that there are about the same number of 
purchasers. One element in any attempt at an 
explanation of this is that hat-makers probably calculated 
they could produce 10,000 hats of this particular kind for 
6s. each ; and that the demand at this price would come 
pretty nearly up to the supply. We are thus brought back 
to the cost of production when we attempt to analyse value 
through supply and demand. 

There are, however, some commodities which either can- 
not be reproduced, or which only can be reproduced at a cost 
« , which no one would care to incur. An auto- 

Cases where 

Value is in- graph of a deceased person, or a book of a rare 
cost of Pro-^ edition, or a work of some old master, will serve 
duction. ,,, Some works 


generally 
depends on 
price; and 
supply on 
expected 
price. 
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of art, such aa tapestry, and elaborate carvings whioli command 
a high price, but not such a price as would make their repro- 
duction lucrative, may servo as examples of the second class 
In all these cases we can get no tothor than supply and 
-lemimd in accounting for their value. Suppose there ai-e in 
e.vistouco just three autographs of Shakespeare, all how 
of wnich tvould be equally valued by purchasers. Cemanc 
If the three wore offered for sale at the same 
lime, and aU sold at the same price, the price must be one 
which would egmlm supply and demand. If tm. persons 
were willing to give £50 for one autograph, the competition 
between them would push the price up. Six persons might 
be willing to give £60 ; four to give £66 ; three persons to 
give £68 ; then £68 is a price which equalises the supply of 
aritographs with the demand for them. Suppose, however 
Aat two of our intending purchasers were willing, if neces.sary’ 
to give £69 a piece, and ono was willing to give £70 It is 
^possible to determine theoretically what the price will be 
Ihe sellers might begin by refusing to sell under £70 At 
this price they would effect one sale; they might then effect 
another at £09, and a third at £6cS. On the other hand, the 
first two of our purchasers might have guessed that they need 
not ffve more than £68, and by holding out have obLued 
the tiirco autographs at this ,,rico. In iact the former 
hypothesis implied some undorstandiug or combination among 
le sellers If they had been trying to undersell one another*" 
none of them could liave got £70. When we speak of Price 
» equalising Jfemaud and Supply, we mast not foiget that by 
Supply we mean the supply and not the supply 
sud that every dealer has to determine whether to hold his 
stock back rather than dispose of it at the price he can get 
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Neyertheless it remains true that the fact of a sale taking 
place is an evidence that oA the^rice at tvldch the Kale tahes ]plac,e 
-« Demand " Demand = Supply. The words in italics apply to 
pfy ' "imp^y both “ Supply ” and “ Demand " ; but the student 
a price. must Specially notice that the word Demand is 
almost unmeaning unless it be accompanied by the idea of a 
price (expressed or understood). In our illustration, the 
Demand for autographs was represented by ten at the price 
of £50 ; by six at the price of £60 ; by three at the price 
of £68. Such an assertion as that » the supply of cotton 
goods is greater than the demand ” only becomes intelligible 
when we introduce the idea of a price. There is scarcely 
any limit to the demand for cotton goods if the price is 
sufficiently low ; while if the price is raised sufficiently, the 
demand will vanish altogether. 

We will now put together the two distinct ways in which 
Two laws of account for the value of commodities, and 
Value. consider the use we can make of each. 

I Value = that which equalises Supply and Demand. 

11. Value tends towards Cost of Keproduction of an article 
of equal utility. 

In the ease of ordinary commodjtic.s II. is the more 
important. It affords a real explanation, not indeed of the 
actual value, but of the approximate value of 

Law IL 

generally ex- ordinary commodities in ordinary circumstance.s. 
aiTp'roxT'^* It must be remembered that the “Cost” is 
mateiy. estimated by the remuneration that can be 
ordinarily obtained (1) for the quality and quantity of 
labour involved in the reproduction, and (2) for the use of 
as much capital during as long a period as is required for the 
production, For the explanation of the differences in the 
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rates at which difiercnt kinds of labour are remunerated, and 
of tlie amount of remuneration that can be obtained for the 
use of capital, the reader must turn back to the chapters on 
Interest and Wages. 

We I1.WO said that Law II. affords tho best preliminary 
explanation of tho value of ordinwy commodities in ordinaiy 
circurastances. We must now refer to the chief 
cases when Law H. fails us either wholly or wii'T’’"' 

partly. useless 

A. When the supply of a commodity is strictly limited 
Law IT. becomes unmeaning, for in this case there is no 
possibility of reproduction. 

B. In some cases reproduction is possible but is practically 
out of the question, as the price obtainable would fall short 
of their cost. 

0. When there has boon a groat “ over-s.ii,pIy.” 

By “oyer-supply” wo practically moan that tho producers 
have produced more of tho commodity than tlioy would have 
produced if they had correctly estimated the price cases where 
that would be obtainable. Some change of faishion 
often accounts for such an over-supply; or tho less, 
flourishing condition of a trmlo has attracted into it more 
capital and labour than its subsequent condition needs, and 
yet tho capital may be in such a form that it cannot be 
removed without heavy loss, and the labour may involve 
skill winch It had cost much time and labour to acquire, and 
which would be almost useless in other industries. The 
position of afiairs then corresponds for a time to that in case 
B, except that roprorluctlon probably goes on at a loss, and to 
a gradually diminishing extent. 

D. When tliere has been a great “under-supply.” 
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By under'Siipply ” we mean that the producers have pro- 
duced loss than they would have done if they had correctly 
estimated the price that would he obtainshlo. Famine, 
disease, or other catastrophe, may temporarily raise the 
]U’ice of any commodity far above the cost of reproducing it. 
For instance, the sudden outbreak of a fever may cause 
a great demand for quinine. If the chemists could have 
anticipated this demand, they would have had such a stock 
of quinine as would have kept its price near that which its 
cost of production would account for ; and if they have easy 
and rapid access to a supply from other markets, the price 
will soon return to that point. If the chemists tried to 
keep up the price, new dealers would come into the market 
eager to share in the high profits that could be made in the 
business. Nevertheless, for some time the price will be so far 
removed from the “cost of reproduction ” that although the 
tendency spoken of in Law II. remains, it affords little help in 
understanding why quinine has so high an exchange value. 

When the influence of Law IT. is either absent altogether, 
as in cases A and B, or only slightly and distantly opera.tive, 
as in cases C and D, we are thrown back on the more 
general Law I. This law applies also to ordinary com- 
modities in ordinary circumstances, although it aff ords less 
help than Law II. in accounting for their value. 

QUESTIONS. 

1, “ V’^aiue dependfl on Supply and Demand.” Dot-.s this licdp uh 
much to understand how it comes to pass that a pair* of boots of 
a particular quality cost about as much as a particular kind of hat? 
Can you suggest any better way of explaining the approximate 
equality in the prices t 
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2. “The demaBd for cotton shirts is at present less than the 
supply.” Sho%v that this statement has no definite meaning unless the 
idea of some particular value or price is implied. If you heard the 
phrase used, what would you suppose it implied ? 

3. Which of the two laws of value can be applied to explain why a 
given piece of land fetches a particular rent? Could you apply either 
or both to explain the rent of a house ? 

4. Analyse as fuUy as you can the causes %vhich determiu© the 
price of f^t?'?, wherries at a given time in a given market. 

Noth,— Tlie Subject of Value has been treated mainly from the side 
of the Producer. It may also be approached from the side of the 
Consumer, by the method known as Marginal Utility. I believe, how- 
ever, that the introduction of this interesting and important method 
is apt to confuse a beginner’s mind, and I have therefore decided to 
omit ifes 


CHAPTER IX. 

MONEY. 

Hitherto we have refciTed to Money simply for purpoBes 
of illustration. We are all so accustomed to performing our 
exchanges by means of money that we are apt to 
“Snot forget that when we sell it is generally in order 
that we may buy. A bootmaker spends his day 
making and selling boots j with the proceeds he purchases 
food, clothing, and fuel for his family, and other comforts or 
conveniences. When the transaction has been completed 
it is in effect as if he had bartered boots for meat, bread, 
coals, etc. 

In a first survey, such as we have hitherto been making of 
economic facts, we might have altogether ignored the instru- 
ment by means of which we bring about our ultimate barter. 
But it has been convenient for the sake of greater clearness 
to speak sometimes in terms of money. For instance, we 
have spoken sometimes of “ Value ” and sometimes of 
“ Price ” ; taking for granted that the reader will understand 
that Price signifies Value in terms of Money, 

The exchange value of a thing is a rather confusing ide.a, 
for it makes no mention of the other thing for which the 
exchange is made, and therefore, though wo were seeking 
for a Law of Value in terms of things in general, we often 
found it convenient to talk of prices, that is to say, of value in 
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terns of money, Nevertheless, the student must firmly grasp 
the fact that money is a means and not an end, and that all 
our previous results would be true in a community where 
money was not used. 

Such a community would, however, ‘be at a great disad- 
vantage. In it, our bootmaker would have to Difficulties 
find people possessing what he needs, and desiring barter, 
what he has, or else he must effect a series of barters till 
he gets round to the articles he desires. 

Illustrations of the difficulties of such a system will at 
once occur to every reader. Our bootmaker wants beef. 
The first butcher he finds with beef to dispose of has no 
need of boots. Presently, he finds a man who wants boots, 
but has no beef. At length by good luck he comes across a 
man who has what he needs, and needs what he has. Even 
yet the difficulty has only begun. He wants 2 lbs. of beef- 
steak, but he is not disposed to give a pair of boots for this. 
A single boot would be of no use to the butcher, and yet a 
single boot represents more labour and capital than 2 lbs. of 
steak. At length, after much bargaining, he takes 6 lbs. of 
stealc for the boots, and sets off to find a baker who will give 
bread for beef. The whole difficulty then begins again. But 
even such an illustration as this gives only a faint idea of 
the impossibility of reconciling a state of barter wdth a 
complex civilisation, in which division of labour is carried 
to any considerable extent. Our bootmaker deals in com- 
plete products, but what is the man to do whose whole work 
consists in performing over and over again some ■ simple 
process of manufacture ? Such a man might, no doubt, be 
paid wages in kind (say in bread and meat), and he might 
use some of these in paying bis rent, and other expenses. 
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But, in this case, the bread and meat are a cluniay sort of 
money. He accepts them in payment for his services, partly 
because he knows that his landlord will accept them in pay- 
ment of rent. This is the essential feature of money. 
Whenever people accept anything in return for their 
seiTices, simply because they know that othtir 
medium of people Will give tlieii* services (or commodities) 
exchange. exchange for the same thing, that thing is 
fulfilling the first function of money, for it is a medium of 
exchange. In the colony of Virginia people were, at onti 
time, ready to accept tobacco in exchange for commodities 
and services, because they knew that the storekeepers 
would accept it in return for the goods they sold. Thus 
tobacco became the money of the colony. “Money is, that 
money does,” says Mr. Walker. Whatever discharges this 
function, in any market, must be regarded as money within 
that market. We shall return at a later time to consider 
some of the difllcultios and ambiguities which beset thi.s 
definition of money. For the present we pass on to speak 
of the other functions which money may, and generally does, 
discharge in a community, besides being a wedium of exchange. 

The second function of money is to be what most writers 
call a measure of value, but which Mr. Walker inore accurately 
Money as ^ commou denominator. In bartering boots 

common de- for beef there would not only be the difficulty of 
nommator. people each of whom had v/hat the 

other wanted, and wanted what the other had. There would 
be a further difficulty in settling on equitable ternifi of 
exchange. If, however, both parties were in the habit of 
measuring the value of the ai'ticles they deal in, in terms 
of some other commodity, this second difficulty would 
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disappear. If <a pair of boots were worth 5s., and a lb. of steak 
were \rorth Is., the problem would become of the simplest. 
If no such common measure were used, every commodity 
would have to be expressed in terms of every other; but 
this would be practically impossible. You can express the 
prices of 100 articles by 100 statements ; but it would take 
3iearly 9900 statements to express the vahie of each com- 
modity in terms of each of the other 99. ^ 

A third function that money often discharges is that of 
being a store of value. If a man owns oxen and wants to 
make a provision for his old age he will not keep ^ 
the oxen; for they would “eat their heads off ” a store of 
and gradually die. He might sell them and 
hoard the money. It is doubtful however if this should be 
included as a function of money, since he might equally well 
hoard jewels or other commodities which do not fulfil the 
essential money function, 

A fourth and more important function is to serve as a 
standard of deferred payments. A groat deal of the world's 
business is carried on with borrowed wealth. Moneyas 
The wealth borrowed might bo in the form of ^efeited^ 
goods ; but to repay in the same form would payment, 
involve serious inconveniences, and especially the risk that 
tlie goods in question had during the interval greatly altered 
in value. In the case of all debts there is this speculative 
element, but it is desirable to reduce this to a minimum by 
taking as a standard of payment some commodity which 
does not greatly iluctuate in value, as compared with things 

^ This includes beef hi ternia of bread as well as bread in terms of 
beef; but ovon if you disjiengc with aneb converse statementa, th® 
number it required would be 49h0. 
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in general. There is no necessity of talcing money as the 
standard of deferred payments. In practice, however, it is so 
taken in almost all cases. 

Wo pass on to consider what are the qualities that should 
characterise the commodity we adopt as money. Here two 

Qualities de- ^ might simpl};- a,sk 

sirabiein what will be the best “medium of exchange,” 
and leave for subsequent consideration whether 
this commodity will serve as a good common denominator, 
store of value, and standard of deferred payments; or we 
might start with the fact that it is convenient to use one 
commodity for these four distinct purposes, and therefore 
seek one possessing the qualities suitable for fulfilling each. 
We shall mainly adopt the latter course, bearing in mind, 
however, that the first of the four is the essential money 
function. The first quality therefore needed is General 
(i) General Acceptability. Money cannot discharge its prime 
Acceptability, function unless everybody, or almost everybody, 
is willing to accept it. This general acceptability can, how- 
ever, he secured to a great extent by means of a law, making 
any kind of commodity legal tender, ie. requiring all who 
are subject to the law to accept it as a full and final discharge 
of obligations. If however the Government chooses an un- 
suitable commodity, the law will be evaded and barter will 
be resorted to. Wo shall see in the following paragraphs 
wherein suitability for our purpose consists. 

The second quality which it is desii-able thait money should 
possess is Durability, and that xoitlmit detmoratian. Cattle 
(a) Durability wheat are used as money by some savage 
tribes, but both of these lack this quality. Gold 
and jewels possess it in a high degree. 
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The third of tho desirable qualities is Portability, Cattle 
are good in this respect as they carry themselves. Wheat is 
bad, as its value compared to its bulk is low. (3) Portability. 
Gold is good ; but, from this point of view, diamonds would 
be still better. 

The fourth and fifth of the desirable qualities are Divisihility 
and Unifor-miiy. Under the latter we may include that the 
quality is easily defined. Hitherto jewels have 

\ 1 , , (4)and(5)Divi- 

seemed even more suitable than gold, but they sibiiityand 

do not fulfil these requirements. Their value is 
not easily tested or attested j and to divide them is difficult, 
and destructive of their value. Metals, on the other hand, 
are easily coined in any degree of purity. The stamp, edges, 
etc., serve to prevent wilful mutilation, and as gold and silver 
possess also the qualities of durability and portability in a 
high degree, they have, very largely, been adopted as money. 

There is, however, a sixth quality very desirable in money, 
which gold and silver do not possess to anything like the 
extent that could be wished. This quality may steadiness 
be described as steadiness of value. We have seen vaiue. 
that money is generally used as a standard of deferred pay- 
ments. How, if the delays in payment were always brief, 
gold and silver would admirably fulfil this purpose. A hun- 
dredweight of gold will exchange to-day for about the same 
quantity of most other commodities as it would have done 
six mouths ago. But if the interval is a long one the fluctua- 
tions in the exchange value of gold are very serious, and we 
shall see hereafter that such fluctuations are a great evil. 
It would not be possible, however, to fibtid any commodity not 
liable to fluctuations in value, and the best standard for 
deferred payments would unquestionably be a complex unit 
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fixed by law, and representing the joint value of the more 
important commodities. Thus the unit might be the %'alue 
of a ton of coal -fa quarter of vvhoat+a hundred- 
SndSfor weight of ii’on-f a bale of cotton-fetc. Suppose 
Paymmt present prices is worth £10, then a 

person borrowing £500 would have to repay the 
value of 50 units at the time of repayment. If prices in 
general had risen in the interval, the sum repaid, exclusive of 
interest, might be £600 ; but this would approximately ropre- 
senD what had been borrowed in terms of things in general. 

vSUPPLEMENTAEY BEADING. 

WaIiKKR, Money, Trade, and Industry, Chaps, i., ii., iii. 

Mili., Book III. Chap. vii. 

QUESTIONS. 

1. What is meant by Money ? Should you include bank-notes and 
cheques ? 

The second part of this question will be discussed in a later chapter ; 
but the student tnay attempt to answer it here. 

2. Why should tho commodity selected for money }) 0 ssesa the several 
qualities enumerated above? What would be tho .advantages and 
disadvantages of sla,ves as money in a primitive society? 

3. How far docs Paper possess the qualities desirable for money I 

Notice that under durability and divisibility the essential thing is that 

there should be no loss of value, 

4. What would be the disadvantages and w'hat the advantages of a 
complex standard of deferred payment ? 

Consider the easels where the delay in payme.nt is (a) short, (b) Imuj. 
Notice difficidties of calculation. 

5. Discuss the proposal of having different commodities to discharae 
the different functions usually discharged by money. 
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SECTION A, 

THE ENGLISH METALLIC SYSTEM. 

Many different commodities have been used for money, 
but in civilised countries the alternative has practically been 
between metals and paper. In England, at the present day, 
we use several kinds of metal as well as paper The English 
money. But gold is the basis of our currency, money hfs 
The value of our silver and bronze coins is settled 
by law in terms of gold. The reason why 20s. exchange for 
a sovereign is simply that the Legislature has enacted that 
shillings shall he accepted at this rate, up to a certain amount. 
If wo melted down our shillingKS and our sovereigns, it would 
be found that the gold in a sovereign exchanged for con- 
siderably more than the silver in 20s. But we compel people 
to accept 20s. as ecpiivalent to a sovereign j ami they are 
perfectly willing to do so, because they know that other 
people are bound to accept them at the same rate. If the 
Government chose to coin shillings containing only half the 
present amount of silver, these shillings would exchange for 
the same amount of tea, bread, etc., as the present shillings. 
The Government could make an additional profit in this way, 
but it would increase the temptation to coiners. At pxeseul 
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it would be impossible for any private person to coin shillings 
of the same quality and appearance as those issued from the 
Mint, without incurring a loss. The expense of the coining 
would more than swallow up the difference between the value 
of the silver and the coin, unless the coiner could get an 
immense stock of the false coins into circulation. But if the 
amount of silver in our coins were halved, the issue of false 
coins scarcely distinguishable from the real would be much 
facilitated. Even under the present system, the Government 
makes some profit, as an ounce of silver, worth little more 
than 2s., is coined into 5s. 6d. 

The bronze coinage is based on similar principles, but the 
difference in value between the coins and the metal in them 
is proportionately greater. There is only about a farthing’s 
worth of metal in a penny, and the reason why it exchanges 
at the rate of 240 pennies for a sovereign is that the Govern- 
ment compels all its subjects to accept pennies at this rate up 
to one shilling. We express the fact by saying that pennies 
are legal tender up to one shilling. Halfpence and farthings 
are legal tender up to fid. Silver coins are legal tender up 
Sovereigns Subsidiary coinage (silver and bronze) 

exchange ac- has a value determined by law in relation to 
vaiue^of^gom* sovci’eigns. But how is the value of a sovereign 
in them, determined? It is not determined at all. The 
sovereign simply exchanges for what it will fetch. It is a 
piece of gold, the quality and quantity of which is attested 
by the Government, as being between certain limits. It 
then exchanges for what it will fetch. But for the Govern- 
ment attestation it might be regarded as differing in no 
essential from any other bit of gold of equal size and purity. 
The exchange value of a sovereign is equal to the exchange 
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value of the gold it contains. If the coin were worth ap- 
preciably more, people who have gold for sale would make 
a profit by bringing it to the Mint, since the Government 
is always willing to coin gold at its own expense. So too 
if the coin were worth less than the gold it contains, 
it would be profitable to melt it down and turn it into 
bullion. The gold coins simply exchange as gold, in a con- 
venient form. Gold is legal tender up to any amount. 
People accept it for services and commodities because they 
know that other people will do so ; but no external authority 
decides how much coal, iron, or cotton shall be given for a 
sovereign, or, what comes to the same thing, how much gold 
shall be given for a ton of coal or iron, or for a bale of cotton. 
The exchange value of gold will depend on the same laws as 
the exchange value of other things, the laws which we arrived 
at in Chapter VIII. 

We have seen that value is a relative term. If the gold in 
a sovereign is worth two tons of coal, this is only another 
way of saying that a ton of coal is worth half-a-sovereign. 
By the price of a thing we mean its value in money; so that 
when we say that the price of coal is rising, we mean just the 
same as when we declare that the value of gold, as compared 
with coal, is falling. If we want to account for the fact, we 
must examine into the demand, the supply, the cost of pro- 
duction not only of coal, but also of gold. The rise in the 
price of coal may be due to an increased demand for coal, 
or to a diminished demand for gold ; to a diminished supply 
of coal, or to an increased supply of gold ; to an increase in 
the cost of producing coal, or to a diminution in the cost of 
producing gold. We shall, however, for the present, limit 
ourselves to causes affecting the demand and supply of gold, 
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and the cost of producing it. What we say of gold will, of 
course, equally apply to silver in countries where silver is the 
basis of the currency, 

In examining the causes of the excliange value of gohl, or, 
in other words, of the prices of other commodities, so far na 
that value depends on facts directly alfecting gold, we have 
first to ask which of the two laws of value we shall use. 
Does the value of gold approximately amount to the coat of 
reproduction, or must we simply seek to explain it by the 
law of supply and demand 1 (See pp. 92 to 94.) I apprehend 
that, in the long-run, the exchange value of gold must tend 
to approximate to the cost of producing it, measuring this 
cost by the quality and quantity of the labour necessary 
for its production, and the quantity of capital and 
length of time which the production involves. For gold- 
mining is pursued like other trades. If it is expected to be 
more remunerative than others which require equivalent 
labour and capital, these will flow into it, till the expected 
remuneration and profits of the work are reduced to the 
level, or below the level, of those in what are (Otherwise 
etiually attractive occufiations. Thus the supply of gold will 
tend to adapt itself to the expected demand for it .at a price 
which equals the cost of production. But the tendency will 
in this case he of a kind which operates in a 
TOiuVofgoid certain direction, hut is far from bringing about 
lquTii™Mst given time an approximation to that 

ofreproduc. wlicreunto it tends. For gold is a commodity so 
durable in character that the supply of gold in 
civilised lands is only slightly affected by the additions 
made to it in any year. The addition made to it may ha 
considerable, but it is likely to be only a very small frae- 
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tioii of the whoJe stock. Now the tendency of valno to 
be nearly equal to the Cost of Koproduction, rests on the 
assunijition that Supply can be easily brought up to Demand 
at a remunerative price; and where the supply, as here, 
mainly depends at any given time, not on what has been 
piroduced during the past year, but on what existed when 
the year began, we cannot regaird cost of production as 
c-siercising more than a slight teiidency towards equalising 
supply and demand, or in other words towards determining 
value. Besides this we must notice that gold-mining i.s a 
business of a very speculative character, and that those who 
enter into it seldom possess trustwortliy data on which to 
estimate the remuneration they will receive. The production 
of gold is only slightly affected by changes in its exchange 
value, and on this account, too, the law of the Cost of 
Production is of very little help in explaining the value of 
gold in terms of other commodities. In the main, therefore, 
wo are driven to account for the exchange value of gold by 
the law of Supply and Demand. 

Th'j Suffly of Gold as Money is of course the total gold 
coinage miims so much of it as is hoarded, or supply of 

, , , . and Demand 

held m reserve. for Gold, 

The Demand as Money depends mainly on four different 
considerations : (1) on the quantity of goods sold for gold. 
If more goods are sold, more gold is needed to effect the 
sales, other thing.s being the same. (2) On the rapidity 
with which the gold coins circulate. Ten purchases at £1, 
made in the same day, may all be made with the same 
sovereign, or they may require ten sovereigns, or any inter- 
mediate number, (3) On the extent to which notes, cheques, 
and other forme of credit take the place of gold paymente 
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In England, for instance, most large payments are made by 
cheque, and do not require gold. (4) On the extent to 
which coins of other metal are used. These again depend on 
many complicated considerations. If for instance we wanted 
to investigate the causes of the supply of gold money in 
England, we should have to account first for the supply of 
gold in the possession of the various nations, who form that 
group of which for industrial purposes England is a member ; 
and secondly we should have to consider what determines 
the territorial distribution of this stock ; how it is divided 
among the different members of this group of nations. All 
these questions will be partly considered in later sections of 
this book. 

SECTION B. 

GOLD AND SILVER SUPPLY IN EUROPE. 

Fluctuations in general prices have played so important a 
part in the social history of nations that we will here review 
rapidly the history of the gold and silver supply of Europe 
during the past 1800 years, and its relation to general prices. 
Great decline If is calculated that in A.D. 14 the total stock of 
of supply silver in Europe was worth about 

from A. D, 14 ® 

to A. D. so6. £368,000,000, but that this was steadily diminish- 
ing during the next eight centuries, so that by a.d. 806 the 
stock was only £34,000,000. As we should have expected, 
the exchange value of the precious metals was steadily 
rising during this time, or, in other words, general prices 
were falling. 

From 806 to 1620 the supply seems to have been pretty 
stationary, but prices continued to fall. We must therefore 
assume that the demand for gold and silver money was 
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growing. The growth was no doubt due to the increaso 
in population and trade, an inci’ease that was no doubt very 
slow, but yet sufficient to make a considerable 
difference in the course of six centuries. America statfoLry 
was discovered in A.B. 1492, but some time elapsed 
before the American mines began to yield their creased, 
produce to Europe, Prices reached their lowest 
point about the year 1520. They were then, in the case 
of the common necessaries of life, not more than one-twelfth 
of what they are at the present time. 

From 1520 the supply of the 2 >recious metals increased 
very rapidly. It is calculated that in the forty- silver pours 
four years from 1545 to 1599, more silver came 
to Europe from the mines of Mexico and Peru *5=*°- 

than three times what had been the whole European stock 
in the year 1500. Nevertheless, so far as England was 
concerned, there was little rise in general prices till about 
1670. This is probably to be accounted for by the two facts 
that most of the silver went to Spain in the first instance, 
and that there was a great increase in the demand. From 
1570 to 1640 prices rose in England to about three times 
what they were in 1570, though the increase in trade and 
population must have greatly increased the demand for 
money. After this the rise in prices w'as only gradual and 
intermittent, though the supply of silver Avas steadily increas- 
ing, From about A.D. 1810 prices began to fall. This is partly 
accounted for by the interruption of silver-mining in what had 
been the American colonies of .Spain. These had now declared 
their independence, and were in a very disorderly condition ; 
but other causes co-operated in England, especially after 
1815. We shall speak of these causes in a later chapter. 
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The gold discoveries in California (a.d, i848) and in 
Australia (1851, etc.) completely changed the situation. 
Effects of The value of gold sank rapidly both in relatiotj 
to silver and to almost all kinds of commo- 
dities. In other words, general prices, nioasiirod 
in gold, rose rapidly till about 1873. For the next twenty- 
three years the movement was the other way. There was a 
Recent fall great demand for gold, especially for the coinage 

in prices. of Germany, Italy, and tlio United States, and 
as a natural consequence price.s have been falling. About 
the year 1896 fluctuation set in, but latterly the general 
tendency of prices has been upwards. 


SECTION C, 

FLUCTUATIONS IN PRICESd 

The brief review given above will serve as an intro- 
duction to the question whether a lise in general 

Are high or _ ^ o 

low prices prices is a good or bad thing for the com- 
debirabie? jjjuoity j or whether (as some hold) it is not 
of much importance either way. 

The argument by which thi.s last view is defended may he 
summarised thus ; — 

Argument Price.s only represent the value of commodities 

for their relatively to money. But it is commodities and 
being a 

matter of in- not money the community needs. If the money in 
difference. po.ssession were doubled, the prices of 

all things would of course rise, but this would not involve 
any increase in the stock of those necessaries, comforts, and 

^ Fluctuations in prices are generally due to other c.auscs than the 
supply of the precious metals, especially to paper money and other 
forms of credit, but it is couveuient to introduce BO>,ne remarks oa tuw 
subject at the preaeat poiut-. 


seek rj.j FL UCTUA TIONS IN PRICES. ■, j , 

hixurios which money brings. An increase in prices, at least 
if it is due to an increase in the stock of money, leaves the 
world exactly where it found it in respect of those things 
which satisfy human desires; except indeed that it may 
gratify the purely miserly desires of those who regard money 
as an end and not a meana” 

This a,rgument embodies a very important truth. Famili- 
arity with it might save people from exaggerating the 
importance of a general rise or fall in prices. Nevertheless 
the argument omits to notice one important fact, which partly 
modifies the conclusion based upon it. This fact is that even 
when the change of prices leaves the stock of commodities 
(other than money) what it was, it alters the distribution of 
that stock in favour of either debtors or creditors. We have 
already noticed that a large proportion of modern business is 
done with borrowed capital ; but even apart from this there 
is a great load of indebted ne.ss growing out of former loans. 
All holders of shares, dividends, consols, etc., are in the 
position of creditors, and for each of these there must of 
cour.se he a corresponding debtor. Anything, therefore 
which affects creditors or debtors favourably or unfavourably 
is very imjiortant to the community, even though the gain 
of one is exactly balanced by the lo.ss of another. Now a 
change of prices ha.s such an efiect. While the debt and the 
interest due on it are nominally unaltered, their purchasing 
power has become something diflPerent from what it was 
when the arrangement isvas made. If prices have risen by 
twenty per cent, it is little satisfaction to the creditor that he 
is receiving the amount in money that was promised him, 
for he can now only purchase ten things with that which 
when the loan wa^ made would purchase twelve. Every rise 
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in prices benefits debtors at the expense of creditors j and 
conversely every fall in prices benefits creditors at the 
expense of debtors. A man’s real income depends not on 
its nominal amount, but on the amount of commodities and 
services he can secure by it. 

We see then that a change in prices alters the distribution 
of wealth ; but it has next to be noticed that the producing 
. classes are mainly in the position of debtors, 

Producers •' ^ ■ 

largely and the non-producing classes mainly in the 

producers'*” position of creditors. This is very clear when a 
creditors. producer has borrowed from a non-producer; 
s.g. in the large number of cases where business is carried on 
with borrowed capital. In a Joint Stock Company the share- 
holders are creditors, with a claim on the produce. If this 
claim involves the right to a fixed annual payment (as in 
the case of preference shares), it is clear that the shareholder 
suffers from a rise in prices, and gains from a fall. His 
debtors are, in effect, those who produce the wealth out of 
which the claim is paid. If prices fall, the fixed payment 
becomes in effect a heavier burden on the business. It 
matters comparatively little which of the producers takes the 
risk in the first instance. It may be only another body of 
shareholders. But every burden on the business makes it 
more difficult to carry on or to enlarge ; and the workers 
suffer from consequent contraction. Or take the case of the 
National Debt. A man living on the interest paid on this 
is, as such, a non-producer. His real debtors must be of 
the producing classes, since the interest must somehow be 
paid out of the produce of labour. 

We see then that a rise in prices is, other things being the 
same, a benefit to the producers and an injury to non- 
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producers except, whore the amount which the non-producer 
draws i.g not a fixed amount, but liable to being imme- 
diately adapted to the change in prices. Eeuts, Advantage 
for instance, so fai’ as fixed by competition, would 0 ° 
adapt themselves to a change in prices if that p*‘ices. 
change %yere simply due to an increase in the supply of money. 
But even in such cases wo have to remember the effects of 
ineriia in delaying adaptation. Shareholders whose receipts 
are in no way fixed, whose dividends depend wholly on the suc- 
cess of the business, must for the purposes of this argument 
he ranked as producers : their share in production may be 
considered to consist in taking the risk. Conversely, and with 
similar qualifications, it may be said that a fall in prices due 
to a diminished supply or increased dciuand for money is a 
benefit to non-producers, as such, at the expense of producers. 

This brings us to another fallacy involved in the argument 
af those who maintain that such changes of price are a matter 
of comparative indifference. 

The whole argument (see page 110) rested on the assump- 
tion that the supply of ordinary commodities was unaltered. 
But in reality a rise in prices will act as a Rise in 
stimulus to production, and that for two reasons. 

stimulates 

We have soon that such arise lightens the burden productiun. 
on the producers , but apart from this just ground for 
increased hopefulness, it is certain that a rise of prices gives 
an encouragement to production, which is not the less real 
because based on a delusion. A man in business is both a 
buyer and a seller, but so far a.g his business goes his sales 
bring more money than his purchases take away, otherwise 
he would soon fail. A rise in prices spread equally over ail 
commodities results therefore in leaving him a larger balance. 
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But the same man is also a consumer. He spends some or 
all of the balance for other than business purposes, and it is 
no gain to him that the balance is greater in money unless it 
goes further in the purchase of commodities and services. 
Nevertheless experience shows that even in this case such 
a man is encouraged by a rise in prices. Accustomed to 
estimate his profits in money, he is apt to pay comparatively 
little attention to the prices of the things ho consumes as a 
private individual j and therefore he derives encouragement 
even from a rise in prices, which, hut for this artificial 
encouragement, would have left him as he was. 

On the whole, we conclude that a rise in prices, due to 
changes in the supply and demand for money, encourages 
production, and that, conversely, a fall in such prices dis- 
courages production and depresses industry. 

It might therefore seem that a rise of prices, and even a 
rapid rise, is a very desirable thing. But this does not 
. , follow. In the first place, we must not disregard 

Disadvan- r j o 

tagesofrise the “ non-producers.” Many of those who do 
in prices. <, produce ” in the economic sense are doing 

good and useful work \ some of those who live on fixed 
incomes are eminently deserving of consideration, and are 
among the chief sufferers from a rise. Secondly, it should be 
noticed that the encouragement given to production by any 
considerable rise in prices is often excessive and leads to a 
reaction. We shall have at a later time to refer to the effects 
of speculation on the alternations of good times and bad. At 
present it is sufficient to remark that all rapid changes in 
prices introduce an element of gambling into industry, and 
tend to a certain amount of demoralisation. Lastly, it is to 
be noticed that through the inertia of trade the wage-earning 
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classes often fail to secure an advance in wages proportional 
to tlie rise in prices. Trades XJnions have done much to 
remedy tlii.s, T>ut even in trades where Unions exist, custom 
counts for much in wages. On the whole, it may be said 
with some confidence that changes in general Fluctuations 
prices are undesirable, whether the movement be 
upwards or downwards; and it seems most undesirable, 
consonant with general principles of equity that debts 
incurred should not fluctuate in their real value in conse- 
quence of fluctuations in prices. 

SECTION D. 

BIMETALLISM. 

We have seen that in England gold is the basis of the 
currency. In some countries silver has been adopted for this 
purpose ; in others both metals have been made legal tender 
by law, that is to say, it has been ordained that 
either metal may he tendered to anj'^ amount in 
payment of debts. This last system is known as Bimetallisra. 
The English reader will best realise its meaning by supposing 
that our Government detei’mined to coin shillings, each at 
which contained one shilling’s worth of silver, and ordered 
that these shillings should be (equally with sovereigns) a legal 
discharge of any olfligation to pay. Under such a system 
gold and silver coins would, circulate simul- . „ 

® ^ All payments 

taneously, so long as the relative exchange value win be made 
of the two metals was not altered. But let us meTiiTs'dr*^ 
next .suppose that owing to a large yield of silver 
from some mines, the value of silver relatively to gold, 
diminished, so that the gold in a sovereign came to be worth 
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twenty-one of our new shillings. Every one would now find it 
paid him best to make aJl payments in silver. The possessor 
of a sovereign might melt the coin do'wn and sell the metal for 
twenty-one shillings. He could pay twenty of these in lieu 
of the sovereign, and make a profit of a shilling by the trans- 
action. Accordingly, all payments would be made in silver, 
and the gold coinage would disappear. If, on the other hand, 
it was gold which was depreciated, the silver coins would pass 
out of circulation. They would be melted down or exported, 
and no one would bring silver to be coined, since its value as 
bullion would be greater than its value as coin. 

History affords many illustrations of the difficulty of keep- 
ing two metals circulating simultaneously at their real value. 
From A.D. 1717 to a.d. 1769 no silver was coined in England, 
though oui' currency was then, in theory, bimetallic. The 
gold in a guinea had come to be worth someurhat less than 
the silver in twenty-one shillings. Accordingly the possessors 
of silver foimd it paid them best to keep it as bullion. From 
A.D. 1794 to A.D. 1834 in the United States no gold was 
coined. For the coinage was based on the assumption that 
gold was fifteen times as valuable as silver. In 1834 the 
Legislature resolved to alter the coinage on the assumption 
that the true proportion was as sixteen to one. Then silver 
ceased to he coined. Silver was, in reality, more than one 
sixteenth and less than one fifteenth of the value of gold, and 
this practical difference was sufficient to make the coinage 
practically monometallic though in theory bimetallism existed 
These instances are sufficient to show the kind of difficulty 
which besets any attempt to keep two metals circulating at 
their intrinsic value. The value of each depends on the supply 
and domaud. The supply of each depends largely on the 
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chances of mining and, mine discovery. The demand for either 
may be affected by a mere change of fashion. How can you 
expect the relative value of the two metals to remain constant ? 
And yet any noticeable change in this relative value sufEces 
to drive out of circulation whichever metal is appreciated. 

The Bimetallists reply, “Ho doubt any appreciable change 
in the value of silver as compared with gold will drive the 
appreciated metal out of circulation. But there are forces at 
work under a bimetallic system which may Bimetallism 
hinder and even prevent changes that would to steady 
otlierwise take place in the relative value of 
the two metals. Let us suppose that the silver. 
United States Government in 1834, instead of coining on 
the assumption that gold was sixteen times as valuable 
as silver had calculated the existing relation more accurately, 
and had found it to be 15| : 1. So long as this remained 
the proportion, the two metals would have circulated con- 
currently. Presently, perhaps, something would have occurred 
tending to appreciate gold, ie. to increase its exchange value. 
This might have led to the exporting or melting down of ^ome. 
of the gold in circulation ^ hut that very conversion of coin 
into bullion would increase the supply of gold in the market 
for purposes of ornament, etc. At the same time the in- 
creased demand for silver coins (to take the place of the gold 
ones that had been driven out of circulation) would tend to 
appreciate silver. Both forces are counteracting the original 
tendency towards an appreciation of gold, and unless the 
forces producing such an appreciation are very strong and 
lasting, the balance will be restored before all the gold is 
driven out of circulation. Failing this, the Government must 
alter the coinage, adapting it to the new exchange value of 
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the two metals, but such alterations will not be necessary 
except at rare intervals, and in the presence of disturbing 
forces of quite unusual strength.” 

This argument is of undoubted force; in fact the only- 
questionable point in it is the assertion that what we may 
call the restorative forces would be sufficient to restore the 
old proportion after a certain amount of the appreciated metal 
had been withdrawn from the currency. Even in reference 
to this, it has to be noticed that for two centuries (A.D. 1657 
to a.:d. 1857) the relative value of the two precious metals 
only altered very slightly. It never rose above 16:1, nor 
sank below 15 : 1, This remarkable stability in the face of 
considerable variations in the supply of both metals is 
probably to he accounted for by the existence of bimetallism 
in many countries during those two centuries. It may be 
contrasted with the great variations in the ratio since bi- 
metallism has been practically almost abandoned by the 
various commercial nations. The great gold discoveries in 
Australia and California were among those exceptionally 
violent disturbing forces, in the presence of which (as bi- 
metallists admit) the legal rates must be changed ; but the 
experiences of the preceding two centuries certainly seem to 
confirm the theory that a bimetallic system supplies forces 
which do much to steady the relative value of gold and 
silver; and it is not unreasonable to suppose that if the 
system were generally adopted by the great commercial 
nations, the proportion might be kept unchanged, not only 
for years, but even for centuries.^ 

1 The larger the number of bimetallic nations, the larger, of course, 
would be the stock of gold and silver coins from which to draw when 
either tends to be appreciated. The fluctuations referred to above 
were largely due to the conflict of natimioU ratios, which would dis- 
appear under an international system. 
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But biraotiillistH further maintain that even if the syetem 
broke down to the extent of altogether driving sometimes 
one metal and sometimes the other out of circula- Bimetallism 
tion, its influence in steadying prices would com- "vln 
pensate for the inconveniences of such alterna- 
tions. We have seen tliat money serves as a a time, 
standard of deferred paymenli, and that therefore it should 
be of such a nature as not to fluctuate greatly in value 
relatively to things in general. Neither gold nor silver fulfils 
this function well except for short periods. But a currency 
with both metals as legal tender would fluctuate less in ex- 
change value than one confined to either. The following 
diagram will serve to show this : — 


Let the line G- G G represent the fluctuations of gold as 
compared with things in general, and the line represent 
the simultaneous fluctuations of silver. Then the lower 
(dotted) line a a a will represent the fluctuations of the 
currency under a bimetaJlic system. For wo have seen that 
the appreciated metal will he driven out of circulation, and 
the actual fluctuations of the currency will therefore he re- 
• presented by the lower line. Now the fluctuations of this 
must always be less than those of one, and will generally he 
less than those of either, of the original lines. The result will 
be similar if both metals are kept in circulation by the restora- 
tive forces referred to above, for the supply and demand of the 
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two metals jointly is likely to be steadier than that of either 
singly. It is improbable, for instance, that great discoveries of 
gold-mines will be contemporaneous with great discoveries of 
silver-mines, and the new supply resulting from discoveries 
will bear a smaller proportion to the existing supply of the 
precious metals than to the existing supply of either taken 
singly. 

A further object of bimetallism is the steadying of inter- 
national trade. 'When a nation with a gold standard trades 
with one w^hose standard is silver, there often arise grave 
inconveniences, which would be avoided if the two currencies 
had the same standard. Bimetallists show that it is most 
improbable and at present undesirable that either metal 
should be made the general standard. They maintain that 
there would be no such difficulty if both metals were used, 
with a fixed ratio. The great increase in gold production 
since the beginning of the twentieth century has diminished 
the force of this argument. Since 1892 the number of “ gold ” 
currencies has greatly increased, but there is no sign of a 
gold famine. Even a poor country like India, where the 
use of gold coins is comparatively rare, has found it advan- 
tageous to practically adopt gold value as its standard, by 
closing its mints to silver for so long as the value of the 
rupee is not more than one-fifteenth of the English gold 
sovereign. 

The theoretical arguments in favour of bimetallism arc 
very weighty, but the practical considerations wdiich led to 
the great agitation in the eighth decade of the nineteenth 
century were of a comparatively temporary character, and 
were mainly due to the general fall in prices and the special 
depreciation of silver that were then going on. The former 
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ceased before tbe end of the century, and the new currency 
system for India removed the chief inconveniences of the 
latter, namely, the steady depreciation of the rupee. In 
these circumstances monometallism is not likely to be 
disturbed. The wealthier nations will probably continue to 
use gold as their basis, while the poorer will probably long 
continue with a silver basis. The inconvenience of this will 
hardly outweigh the objections to a change, which would 
certainly inflict considerable hardship on large classes of the 
community, and would also be liable to some of the objections 
to tampering with the currency which will be explained in 
the next chapter. 


FOE SUPPL.EMENTARY EBADING. 
Walkeii, Chaps, iv. to vii. 
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two raetals jointly is likely to be steadier than that of either 
singly. It is improbable, for instance, that great discoveries of 
gold-mines vnll be contemporaneous with great discoveries of 
silver-mines, and the new supply resulting from discoveries 
will bear a smaller proportion to the existing supply of the 
precious metals tlian to the existing supply of either taken, 
singly. 

A further object of bimetallism is the steadying of inter- 
national trade. When a nation with a gold standard trades 
with one whose standard is silver, there often arise grave 
inconveniences, %vhich would be avoided if the two currencies 
had the same standard. Bimetallists show that it is most 
improbable and at present undesirable that either metal 
should be made the general standard. They maintain that 
there would be no such difficulty if both metals were used, 
with a fixed ratio. The great increase in gold production 
since the beginning of the twentieth century has diminished 
the force of this argument. Since 1892 the number of “ gold ” 
currencies has greatly increased, but there is no sign of a 
gold famine. Even a poor country like India, where the 
use of gold coins is comparatively rare, has found it advan- 
tageous to practically adopt gold value as its standard, by 
closing its mints to silver for so long as the value of the 
rupee is not more than one-fifteenth of the English gold 
sovereign. 

The theoretical arguments in favour of bimetallism are 
very weighty, but the practical considerations which led to 
the great agitation in the eighth decade of the nineteenth 
century were of a comparatively temporary character, and 
were mainly due to the general fall in prices and the special 
depreciation of silver that were then going on. The former 
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ceased before the end of the century, and the ne^r currency 
system for India removed the chief inconveniences of the 
latter, namely, the steady depreciation of the rupee. In 
these circumstances monometallism is not likely to he 
distuihed. The wealthier nations will probably continue to 
use gold as their basis, while the poorer will probably long 
continue with a silver basis. The inconvenience of this will 
hardly outweigh the objections to a change, which would 
certainly inflict considerable hardship on large classe.s of the 
community, and would also be liable to some of the objections 
to tampering with the currency which will be explained in 
the next chapter. 

FOR SUPPLEMENTARY READING. 
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Mini., Book iii.. Chaps, viii. and ix. 
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QUESTIOm 

1. Whafc do you consider the chief qualifioations that have to lie 
made in the statement that prices depend on tlie productiveness of 
mines? 

2. What would be the effect on prices if the stock of money were 
suddenly doubled, other things remaining the same? 

3. Explain clearly what is meant by the demand for money. 

4. How are prices affecjfced by the fact that gold and silver are of so 
durable a character ? 


5. Suppose gold mines discovered in a country without foreign trade, 
Consider the probable effects on the following classes of the com- 
munity. 

(i.) Persons with fixed incomes from invested capital. 

(ii.) Salaried officials. 

(hi.) The wage-earning classes. 

(iv. ) Employers of labour. 

Gomidtr whether each class is in ■position of debtor or creditor. 
Notice the effect of custom and vested interests on salaries and on wages. 

6. Prices were very low in England in the fifteenth century, and 
rose rapidly from 1510 to 1640. How far should you connect these 
facts with the prosperity of the agricultural poor in the former, and 
theii’ distress in the latter ? 



Dktingidsh between high prices and rising prices. In the fifteenth 
century, prices were pretty stationary, and social conditions made the 
question of high and low prices of subsidiary importance. Consider why 
this was so, also causes of sixteenth-century distress, other than rising 
prices. 

7. What objections would there be to an Act of Parliament ordering 
that shillings should henceforth rank as half-crowns ? 

Consider (i.) immediate effects, (ii.) effect in encouraging false coin- 
age, (iii.) general objections to tampering with coinage. 

8. How should you define a sovereign ? 

Quality, quantity, Government /Stamj). 

9. What is meant by the appreciation of gold ? Account for the 
appreciation in the period 1873 to 1896. 

The yield of gold mines has been diminishing, and that of sil ver mines 
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wcreashig mice 1852. Germany adopted gold in lieu of silver, as the 
basis of Us currency 1871.-3. Norioay, Sweden, and Deninarh followed. 
The United States, Italy, France, and Greece have since then practically 
adopted gold instead of what was practically a paper currency; Belgium 
and, 3witzerla,nd instead of what was practically bi-metallic. 

Noti!.— One chief object of Bimetallists is to get rid of " Exchange ” 
flucfciiationa consequent on the different bases of the currency in 
different countries. This cannot be properly discussed at this stage 
of our -ivork. It is right to add that the fluctuations referred to on 
page 1 1 8 %Tere largely due to the existence of different legal ratios at 
diflerent min to. 


CHAPTER XL 
PAPER MONEY. 



SECTION A, 


INCONVERTIBLE PAPER MONEY, 


We call Paper Money convertihk when some way is pro- 
vided for enabling the holders to exchange it for gold, or 
some other commodity of intrinsic value, other 
than the spontaneous willingness of individuals 
tibie Paper. commodities in exchange for it. 

Thus the holder of a £5 note, issued by any English Bank, 
who presents it at that Bank during business hours has a 
right to claim £5 in gold in exchange for it. But many 
Governments have at different times authorised the circula- 
tion of Paper Money which is not convertible, and it will be 
convenient for us to begin by examining the theory of such 
inconvertible Paper Money. Experience has 

Expectation ^ i- i 

of convert!- clearly shown the possibility of keeping such 
eienSfor paper in circulation, especially if the Govern- 
circuiation. gj^^li he received as a legal 

discharge of debts and other obligations. People will accept 
iu payment what they know other people will accept, and 
even if there is no expectation of the. paper ever being con- 
vertible it may pass freely from hand to hand. Inconvertible 
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paper moB&y has even some distinct advantages over gold 
and silver. In the fai’st place, the Government may derive 
great pecuniary advantages from its use. It inconvertible 
can purchase, for a few shillings, paper which 
it can issue as notes for a million of pounds, and profit, 
almost the whole of this million becomes profit. This is so 
much saved to the tax-payers, and the question naturally 
arises why a Government should not altogether dispense 
with taxes and pay for all it wants (including the paper for 
its notes, and the machines and labour required for stamping 
them) in the paper it thus issues. Before attempting 
to answer this question, we will briefly indicate some of the 
other advantages of paper as money over gold or silver. In 
the case of the latter there must necessarily be some loss 
and inconvenience from the abrasion caused hv 

•^ (*) Saves iosa 

use. In the case of paper, this practically dis- fromabra- 
appears. A soiled note will pass as well as a 
clean one, and even if it has to he replaced the loss is in- 
considerable. Thirdly, it may be noticed that paper money 
might conceivably he the very best standard of (3) as stand- 
deferred payments. We say conedvahly, because 
as a matter of fact, and hi.storically, it has often meats. 
been about the worst possible for this purpose j in some cases 
it has been so bad that the trade and manufactures of a 
country have botm almost annihilated by the objectionable 
character of the currency. Of this we will presently give 
illustrations ; but we had better begin by explaining in a 
theoretic way the fundamental charactoristics of an incon- 
vertible paper currency. 

We will suppose a Government issues some inconvertible 
paper at a time when there are no special circumstances 
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affecting the demand for money, or tending to attract gold 
to or from the country, It follows that the exchange value 
Operation of of money will fall, since the supply has been in- 
comwubir creased while the demand is stationary. In other 
Paper. woi'ds, the price of all commodities indnding 
gold will ri.se. In other words, for dSS of money, whether in 
gold or notes, you can no longer purchase as much gold as 
there is in five sovereigns, and it would pay to melt sovereigns 
Gold driven bullion. The Government 

outofciu- could, of course, prohibit such melting, but such 
a prohibition would be hard to enforce; if tliis 
difficulty were overcome, the result would only be equally 
secured in another way. For the gold would be sent abroad. 
To explain this, let us take some commodity which is partly 
produced at home and partly imported (say, wheat). It is 
evident that both kinds of wheat will normally fetch the 
same prices for equal qualities. The price of wheat would 
clearly tend to go up from the increased supply of money ; 
but it is still worth the foreigner’s while to bring us wheat 
for the old amount in gold. If he asks for more he would 
probably be undersold by some other foreigners, unless the 
amount imported increased. Consequently more foreign 
wheat will come in, and less wheat will be produced in 
•England. But the importation of wheat will naturally 
involve the exportation of gold in payment for it. No doubt 
it may conceivably happen that the competition among 
foreigners to supply the English wheat market may not be, 
sufficiently severe to prevent the natural rise of the price of 
wheat consequent on the increased supply of money. But 
there would almost certainly be some commodities of which 
the importation would be increased by any considerable rise 
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of prices, and thus we are brought back to the 
an issue of inconvertible paper money will 
precious metals out of circulation. This process of expulsion 
will go on till prices return to something like their old 
This would be wdien the amount of money in circulation was 
as small as it would have been if no paper had been issued • 
or, in other words, the value of the gold expelled would 
about equal to the normal value of the paper issued, 
now, fresh issues. The same process wall recur till all 
gold has gone out of circulation. 

Up to this point the issue of paper money will 
not have caused any gigantic evils. The fluctuations of 
will have been annoying and injurious. Not Effects of 
only will some people have gained at the expense issues, 
of others j but an element of uncertainty will have 
introduced, and persons who might otherwise have been 
productively employed will have been speculating on 
rise and fall of prices. But let us next suppose that 
Government persists in issuing paper money after gold has 
been altogether driven out of circulation. There is now- 
means of restoring the level of prices, since there is no 
gold to disappear. The rise in prices thus becomes a per- 
manent fact, and no one can tell how far it will go. It all 
depends on the arbitrary deed of the Government ; and the 
more prices rise the stronger will be the temptation to 
fresh paper; for the Government itself has to pay the 
hanced prices for all that it needs, including the .services of 
its soldiers, sailors, policemen, and oflicials of every kind. 
It probably began to issue under the pressure of 
difiicultie.s ; and these 
own act. It now 
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to it and to its subjects if it slides down tlie easy road that 
leads to ruin. 

We are now in a position to study anine historical cases 
illustrating the theory of inconvertible paper money. Let us 
first take the case of Revolutionary France. 

We need not enter into the causes of the financial embarrass- 
ment of the French Government in 1789. It must sufiice to 
Case of France, say that it was mainly pecuniary difficulties 
1789 , etc. which had driven the King to summon the States- 
General. The riots that soon followed had made things worse. 
One of the plans resorted to by the National Assembly was a 
partial disendowment of the Church. The Government took 
over the Church lands, but promised to pay salaries to the 
clergy. If the lands had been put up to sale at once they 
would have fetched low prices ; so the Government resolved 
to issue paper money to the amount of 400 millions of francs. 
The notes, or assignats, as they were called, wore to be con- 
vertible into land. The assigning the notes to this purpose 
probably helped them into circulation ; for it was generally 
known that many Frenchmen earnestly desired to purchase 
land, and would, therefore, gladly accept the- assignats ; but 
the main reason why the value of this fresh issue was kept 
up was because it was not sufficiently large to drive all the 
precious metals out of circulation. But in 1790 and 1791 
there were fresh issues, the latter of which was in direct vio- 
lation of a pledge which the Government had given. From 
this time the cuixency was utterly disorganised. The precious 
metals disappeared from the currency. It was necessary 
to issue notes to take the place of silver coins. These were 
extensively forged. Prices rushed up, not merely because 
so much paper had been issued, but also becJuise no one knew 
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how much more might soon be thrown on to the market. 
Capital flowed away from the country. Most trades became 
mere gambling. The Government in desperation multiplied 
its notes, and prices rose to such a height that we read of 4.00 
francs being paid for articles which had formerly sold for 
half a franc. Whenever possible, people resorted to barter. 
Small farmers just produced what they and their household 
wanted and almost gave up buying and selling. It was not 
merely that the nation, as a nation, became bankrupt. 
Individuals were reduced by thousands to abject misery, and 
the world w'as given most conspicuous example of the perils 
that may arise from tampering with the currency, and of the 
difficulty of pausing after advancing some way in a policy of 
issuing inconvertible paper money. 

It must not, however, be supposed that anything like this 
great catastrophe is necessarily involved in any resort to 
inconvertible paper. Our next illustration will show tbs 
effects of a far more cautious adoption of the same policy. 

In 1796 England had been for three years engaged in a 
great w^ar with France. The fear of an invasion 
had just caused a run on many country banks. England, 
These had withdrawn their reserves from the 
Bank of England, and in 1797 the specie reserve in that 
institution had sunk to about a million pounds. The 
Government then intervened, and an Act of Parliament was 
speedily passed which forbade the Bank from paying in 
specie except in certain specified cases. This of course 
made the Bank of England notes inconvertible. But the firm- 
ness and prudence of those at whose discretion those notes 
could he issued kept the paper up to its full nominal value in 
gold for eleven years (17974808). Then a depreciation 
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began, and by the year 1814 the price of gold (in notes) had 
increased from £3, 17s. 10|-d. to £5, 45. per oz. The close 
of the -vvar led at once to a fall in the premium oti gold ; in 
fact the premium began to fall as soon as a speedy termina- 
tion of the war became pretty certain. Thi.s illustrates the 
fact that an issue of paper may cause an aggravation of 
prices, not merely by increasing the stock of money, but also 
by frightening people with the prospect of future rises in 
price. The premium on gold is thus artificially increased, 
and in this case the diminution of suspicion sufficed to bring 
down the premium. After the Peace the fail in the premium 
was so rapid that in 1817 the Bank undertook to redeem a 
portion of their notes at par, viz.; all notes for £1 or £2 
issued prior to January 1st, 1816. It was found that few 
people cared to avail themselves of this ofier. The holders of 
small notes were willing to lose the small premium for the 
sake of the convenience of the notes. The Bank then offered 
to give the full nominal value for larger notes of the same 
date; but it soon appeared that in the case of the larger 
notes the premium was sufficient to more than counterbalance 
the convenience, and Parliament again intervened to save the 
Bank from breaking. A Bill was pas.scd fixing the rates at 
which notes were to be redeemed at successive periods, and 
requiring that all notes should be convertible at their full 
nominal value from May 1st, 1823. As a matter of fact the 
Bank did not avail itself of the full delay allowed by the Act. 
The gradual fall of the premium on gold after the Peace was 
naturally accompanied by a general fall of prices, and this 
was greatly aggravated by the outbreak of revolutions 
Spanish America, and the consequent interrupting of silver- 
mining. Thera were not wanting people who blamed the 



a £5 noio cau be stopped, and even if no one finds the note, the 
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Government and the l>ank Directors foi’ an excessive haste in 
returning to cash payments. Others, on the contrary, main- 
tained that the notes should never have been allowed to be- 
come inconvertible; and that even if the drain of gold in 
1797, and the need of precious metals for sub-sidising our 
allies, partly justified the restriction of cash payments, no 
time .should have been lost when the war was over in putting 
an end to such re.strictions. 

It will not be possible here to enter into any full examina- 
tion of these opposed views. It is quite possible that a more 
gradual resumption of cash payment would have mitigated 
the distress that characterised the early years of the Peace ; 
but, on the other hand, it must be remembered that till the 
paper currency sank to the amount that would exist under 
perfect convertibility, there was sure to be an element of un- 
certainty most unfavourable to the confidence that was 
essential for a permanent revival of trade. 


SECTION B. 

CONVEKTDILE PAPER MONEY. 

By convertible Paper Money we mean notes for which the 
Issuer is bound to give coin, on demand, up to the full nominal 
value of the notes. Such notes are for many pur- 
poses convenient. In the case of large sums the 
mere saving in wmight is a consideration. To carry = 

, , , . . . (t.) Weight. 

a thousand sovereigns is a serious matter, while the 
weight of a £1000 note is scarcely apjireciahle. Then there is 
the greater security. If you lose five .sovereigns, 
the chaime of recovering them is often small ; but 
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bank will pay the money if the necessary evidence of owner- 
ship is forthcoming. But besides such conveniences there is 
a distinct economy arising from the use of paper 
(3) Economy, though that paper is convertible on 

demand. Experience has proved that the issuer need not 
keep a stock of gold anything like equivalent to the notes lie 
has circulated. The holders of the notes might simultaneously 
present them for conversion ; hut this is a most improbable 
contingency, and the plan under which the English banks all 
keep their chief gold reserve with the Bank of England fimtlier 
reduces the amount of gold which need be held as a reserve. 
For the reserve in the Bank of England can supply any bank 
on which there is an exceptional “ run ” with gold sufficient to 
But this in- needs. Of course some risk must be 

voives risks. m^iess the reserve is kept up to the whole 
amount of the notes in circulation ; and it seems clear that 
a Government is justified in interfering to prevent this 
risk from becoming excessive through the carelessness or 
greed of those to whom the right of issuing notes is confided. 
On this point economists are agreed ; but they differ on the 
question whether the functions of Government in the matter 
should he limited to providing security against excessive 
risks of the notes not being actually convertible on demand. 
Can there be Some oconomists maintain that so long as 
apa°t from”* Convertibility is ensured there can be no over 
such risks? issue of uotes, as the smallest depreciation of 
the currency would lead to the notes being presented. “ For 
who,” they ask, “would keep a depreciated note when ha 
can obtain its full nominal value by presenting it at the 
bank 1 ” No doubt if the notes had been made legal tender 
there would be less motive for converting them ; but even 
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then, as shown on page 122, we should have a state of things 
encouraging an importation of commodities and an export- 
ation of gold to pay for them. This exportation will 
gradually reduce the currency to its normal amount, as 
in the case of the early issues of inconvertible paper (page 
127). But this restoration (whether by conversion or by 
exportation of gold) will sometimes be a slow process. Every 
bank that issues notes makes a profit on every note which 
it can get the public to take. Such a bank is in effect 
borrowing without interest, .and what it thus borrows it can 
generally lend out and get interest for. It has thus a direct 
motive for issuing as many notes as it can induce the public 
to take ; and although it cannot compel the public to take 
its notes, or to keep them in circulation, it may do much to 
induce them to do so. If there is only a slight depreciation, 
the loss on each note may be insignificant; and if the times 
are “good,” and people are excited with hopes of high 
profits, they will sometimes be almost indifferent to such 
small losses. Thus it is in times of excessive speculation 
that there is the greatest likelihood of a somewhat depreciated 
currency being kept in circulation. This aggravates the 
fever and pushes prices to a still higher point than they 
%vould otherwise reach. Then comes the crash. Firms 
begin to fail: first, the rotten ones which have obtained 
undue credit in the general excitement; then other firms, 
whose position hrul beem tolerably sound, are pulled down in 
their turn, and as the inflation of prices was aggravated by 
the amount of paper in circulation, so the reaction is 
proportionately more severe,^ 

* The signiiicance of this paragraph will be better appreciated when 
the section on Panics (Chap. xii. Sect. B) has been read. 
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It ’t’i'as partly to obviate such dangers that the celebrated 
Bank Charter Act of 1844 was introduced by Sir Robert 
BankAet fundamental object was to limit the 

of iS 44 . power of banks to issue notes. By it, the Banic 

of England was only allowed to have fourteen million pounds’ 
Issuing worth of notes in circulation, in addition to its 

Banrof actual gold reserve; but when any other bank, 

England. having the power to issue notes, ceased to exist, 

the Bank of England was to he allowed to increase its note 
circulation hy not more than two-thirds of what the dead 
bank had been allowed to circulate. Other London banks, 
and all banks started after the passing of the Act, were 
Issuing prohibited from issuing notes. Those provincial 
hanks which existed when the Act was passed 
were allowed to continue issuing up to what 
had been their ordinary outstanding note circulation. By 
later Acts the Scotch and Irish banks were further allowed 
an additional note circulation equivalent to the .amount of 
specie they hold. 

Under the provisions of. the-se Acts, the total note circulation 
of the United Kingdom is now limited to .about thirty-one 
million pounds, in addition to the actual reserves in the Bank 
of England and the Scotch and Irish banks. 

It was hoped that the Bank Act would prevent the 
recurrence of panics. This hope has not been fulfilled ; but 
The Bank wc shall presently see reasons for believing that 
the intensity of such panics has been somewhat 
panics. diminished by the operation of the Act. We 
shall also sea why its effects have betsu ao much less than its 
promoters expected. 
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QUESTIONS. 

1. Oan notes that are convertible, become depreciated either as 
compared with gold, or as compared with things in general ? 

Nof-k& that a country iohere. prices are high is a good pla.ee to sell in 
and a had place to buy in. Both fads came diminution in stock of 
gold. Conversion of notes and essportation of gold take time. Tn vihai 
circumstances would you expect longest time to he taken ? 

2. What would be the effect of discontinuing the use oE bank-notes ? 

Would stock of gold increase ? Why ? 

3. Discuss the effects of the following proposals : (1) to issue £1 notes 
in England ; (2) to allow all banka to issue notes at will ; (3) to confine 
the right of issue to a single bank 

Under (1), notice convenience and effect on prices ; also fact that small 
notes are less likely to he converted when there is a small depreciation. 

Under (2), notice both the effects of reckless and dishonest issues, and 
the points rfferred to in Question 1 on this Chapter. 

Under (3), begin by ignoring vested interests. 

4. Under what conditions would an inconvertible paper currency 
be thoroughly satisfactory ? 

Consider on what principles the amount to he issued should he deter^ 
mined, 

5. If England v/ere engaged in a great war, consider the ergumenta 
for and, against resorting to inconvertible notes. 

Notice the immediate conveniences and advantages; and then thu 
ultimate effects, 


CHAPTER XIL 
CREDIT. 


SECTION A. 

BANiaNG. 

We have hitherto referred to bankers merely as issuers of 
Functions of We must now briefly explain the chief 

Bankers. Q^her functions they discharge. 

In modern society, at least in England, scarcely any one 
keeps much of his own money. Most of what a man receives, 
he generally pays into a bank, only reserving, 
safety for at most, sufficient for small payments. When 
deposits. jg exhausted he draws a cheque, that is to 

say, he writes an order to his banker to pay a specified 
portion of his money to any one who presents the order. 
Tradesmen will often take such a cheque as if it were money, 
and their bankers accept it as such. This system has 
been found so convenient, that, in England, it has almost 
superseded all other modes of paying considerable sums. 
By various devices, which we need not describe here, the 
system of paying by cheques jtffords great securities against 
loss by theft or accident, as well as an excellent way of 
proving payments in cases where the receipt has been lost 
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Accordingly many people are glad to deposit their money in 
hanks, even vrhon they receive no interest for it. 

A second function of bankers may he described as the 
cancelling of indebtedness. Let us suppose twenty-six persons 

(represented by the letters of the alphabet) who 
' ^ ’ (a) Cancel- 

havo commercial dealings wnth one another. A Ung indebt- 

perhaps owes money to B and D, and is owed 
money by C, E, and F. Similarly, we will suppose that B 
owes money to E, (3-, and H, while money is owed to him by 
F and K ; and so on for the rest. Now if these people all 
agreed on a single person to whom they should pay all their 
debts, and from whom they should receive whatever was 
owed to them, they would save much of the time, trouble, 
and expense that w'oulcl otherwise be expended. If each 
person’s debts were equal to his claims no money need pass 
at all, though the debts are due to one set of persons and 
the claims are due to others ; and at any rate, no one need 
pay or receive more than the difference between his debts 
and his claims. If A, for instance, owes £500, and is owed 
£800, he need only pay in £200 to the person agreed on, 
who could then discharge the other debts out of what he 
got from A’s debtors. A banker does actually discharge 
the functions of this single person, and the advantage he 
thus secures is increased by the fact that the different debts 
are due at different times. For suppose A received money 
to-day and knew that he would have to discharge a debt to 
the same amount next week, he would probably not be able 
to get any interest for it except through the inteiwention of 
a banker. The latter can obtain interest, for although he 
will have to make the payment next week he will also 
probably be receiving other moneys in the interval, and can 


therefore, perhaps, safely lend out what he has received from 
A. 0 i course the banker must keep a reserve for contingencies, 
but esj)erience shows that it is not neces.sary that this should 
be anything like equal to his whole liabilities. He Tt^ill 
probably keep his reserve in the Bank of England, and 
should there come unexpected demands on him, the bank 
will willingly lend him what he needs, if his general financial 
position is sound. 

This brings us to the third function of bankers. They 
borrow from one set of customers and lend to another. Soine- 
(3) Borrow ^™es they pay interest on what they borrow ; 
ing and lend- sometimes the conveniences they offer are suffi- 
cient to induce people to deposit money with 
them. But in either case they lend out a large portion of 
what is deposited with thepi ; and much of this would never 
have borne interest but for their intervention. 

The chief ways in which bankers horroio have already been 
referred to. They issue notes and they receive deposits 
which they hold either for some covenanted time, or simply 
till they are drawn out by means of cheques. We must now 
briefly describe one of the chief ways in wiiioh they hnd, 

A Bill of Exchange^ like a cheque, is an order to pay, but, 
unlike a cheque, it is not addressed to bankers as such, and 
Bills of is generally not payable at sight, but at some 

Exchange, Specified on the bill. Bills of exchange 

were originally used to save the expense of sending the 
pi'ecious metals from one part of the country to another. 
Thus if £1000 were due from Londoners to people lining in 
ISTewcastle, and a like sum from otiier people in Newcastle to 
other Londoners, it would save some trouble and risk if the 
debtors in each place paid the creditors in their own locality. 
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.Each ereditor might thus get what was due to him, mthout 
any money travelling from either town to the other. The 
letters authorising such transfers of payment were called 
Bills of Exchange because they amounted to an exchange of 
debts. But .at present bills of exchange are mainly used as 
means of giving and receiving credit. It is usual in every 
trade to give a certain amount of credit. Suppose a shop- 
keeper buying goods from a wholesale manufacturer. He is 
allowed, let us say, six months’ credit, so that he may pay for 
the goods partly or altogether from the money he gets for 
them from his customers. But suppose the manufacturer 
himself wants ready money. He can “ draw a bill ” on the 
shopman, payable at the end of the six months, and take it 
to a banker, who will give him the money after deducting his 
interest, or, to speak more exactly, the discount on it. At 
the end of the six months the shopkeeper will pay the full 
amount, so that the banker has in effect lent money at 
interest. It has next to be noticed that the essential feature 
of the transaction in no w^ay depends on the existence of the 
goods supplied by the manufacturer to the shopkeeper. The, 
two men might have been friends desirous of raising money 
on their joint security, but having no business relations with 
one another. The bill might nevertheless have been drawn 
in the same form, and have been “discounted” as in the 
above instance. Bills so drawn (as mere convenient wmys of 
getting credit) are called “ Accommodation Bills.” They are 
not necessarily less safe forms of credit than those bills which 
are based on a tonsfer of goods. In both cases the value of 
the bill depends on the credit of those who are responsible 
for paying the money when the appointed time has elapsed. 
The goods supplied in our illustration were no real security, 


for the shopman may have sold them aud paid away the 
money long before the six months have elapsed. 

It may here be noticed that bills of exchange do not 
nece.ssarily go through a banker’s hands. Tiie function 
discharged by the banker in our illustration might have been 
discharged by a broker or other money-lender. Or again, the 
bill may pass from hand to band as a sort of substitute for 
money. But at present we are only concerned with bills a-s 
one of the commonest ways in which hankers lend money. 

A fourth function of bankers may be described as the 
remitting of money and the making of exchanges. But it 
will he best to reserve our explanation of this till we come to 
the subject of Foreign Trade. 

The Bank of England is theoretically only one among 
many joint-stock banks; but it has certain privileges and 
The Bank functions wliich give it an unique position, and 
of England, ’vvhich may be briefly indicated. Of its privileges 
the most important are those already described in speaking 
of the Bank Charter Act, and those tliat grow out of the fact 
that the National Debt is managed through its agency ; but 
its peculiar position is largely due to the fact that other 
banks keep their reserves with it, so that it is the bankers' 
hank. It discharges towards the rest nearly the same 
functions which they each discharge towards their own 
customers. In some cases these functions are disebargod 
indirectly. 

An institution known as “ the Clearing House ” cancels the 
Clearing i^utual indebtedness of twenty-six City banks. 

House Other banks each have one of these twenty-six 

System. , 

as their agent, and thus transactions are brought 
together from all parts of the kingdom, and so far as 
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possible balanced against one another. To understand this 
system we may recur to the illustration near the beginning 
of this Section. We there took twenty-six persons, and 
showed how much these would gain by ail treating one 
single person as if he were at once their sole creditor and 
debtor. If these twenty-six all have the same banker he 
may supply their need ; but if, as is probable, they employ 
different bankers, it is the Clearing House which ultimately 
acts as the single person through whom they balance their 
indebtedness. The cheque which A draws on a provincial 
bank is passed oh to its London agent, and thence to the 
Clearing House, where it will perhaps balance a cheque 
drawn by B on some other provincial banker. The system 
seems very elaborate, but its essential features may be easily 
grasped. The student who desires a fuller explanation of 
them than is given here, or in the books referred to at the 
close of this chapter, must be referred to Mr. Bagehot’s 
excellent little book entitled Lombard Street. 


SECTION B. 

PANICS. 

Modern business is largely conducted by means of borrowed 
capital. Wealth is thus placed in the hands of those who 
are, or are believed to be, most competent to 
employ it profitably. If the borrowers were 
always competent and honest, the advantage of such tem- 
porary transfers of wealth would be obvious and almost 
unmixed. Unfortunately it is impossible for a 
man to know certainly whether he can safely 
trust another to make a wise use of capital, and in a complex 



statio of softietj the difficulties of forming a just Judgment 
on the subject are often very great. As a mattiU’ of fact, 
those who possess wealth beyond what they intend to 
consume, frequently pass from unreasonable conlidence to 
unreasonable timidity. At certain periods the largo profits 
“Good made by men of business induco a confidence 
Times." pas.ses easily into rechlessncss. All sorts of 

wild and speculative schemes are started, and secure the 
support of some of those having money to invest. Presently 
the tide turns. tSome catastrophe, like a war or 
a famine, may give the first blow to the seeming 
prosperity ; or it may be simply that the available capital 
has been absorbed, some of it wasted in unwise schemes, 
some of it sunk in forms that will ultimately be productive, 
but which as yet bring in Hide returns. Some of the more 
speculative and ill-conducted businesses will probably be the 
first to feel the blow. They cannot obtain the further 
capital they need, and without which perhaps they cannot 
continue working. Their failure not only gives a shock to 
credit; it also inflicts direct loss on those who have lent 
money to them. The loss will be more than some of them 
can stand, especially at a time when credit is contracting 
Fresh failures follow. ISach of them spreads dis- 
aster and ruin. A panic probably ensues. Firms 
which have not been either incompetent or dishonest, at least 
to any great extent, find themselves unable to meet their 
engagements. Every one is soon trying to contract his 
operations, to call in what he has lent, to sell any shares he 
"Dull holds in businesses whose security is at all 
Times." doubtful. There is naturally a great check to 
produetioBu Numbers of persons are thrown out of work, 
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Their poveriy diminishes the demand for all sorts of 
commodities and all sorts of labour ; and the country enters 
into what is called a period of depression, from which it 
only begins to recoTer when loanable capital has again 
accumulated and confidence has begun to revive. At first the 
revival will generally be slow ; but at eveiy step 
it expands the paper currency, and other forms 
of credit (like cheques and bills of exchange) which serve as 
substitutes for money. The effect is as if the currency had 
expanded ; and there is consequently a rise in prices, which 
stimulates production and raises profits and wages. To some 
extent, no doubt, the rise is delusive, for it is a mere rise in 
money value, balanced by the corresponding rise in prices. 
But we have seen that, apart from this merely apparent rise, 
wages and profits (as distinguished from interest) really 
advance with a rise in prices due to what is equivalent to an 
inflation of the currency. Thus production and credit 
advance side by side till the credit given .again becomes 
excessive and a fresh panic ensues. 

The credit cycle which industry passes through between 
one panic and the next seems generally to take about ten 
years. Some writers have no doubt exaggerated 
the tendency of the cycle to occupy ten years ; frequently 
and it must be admitted that there have been 
long periods when no such regularity has been discoveriible. 
But it seems equally clear that the frequency with which a 
cycle has occupied about ten years is more than can be 
accounted for by chance. There were panics in 1711 and 
1721. Then for forty years they came at irregular intervals ; 
but then again the normal interval began to reappear. There 
were panics in 1763, in 1773-3, in 1783, in 1793. The 
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Great War seems then to have introduced a period of 
irregularity; but after the Peace we have panics in 1816, 
1825-6, 1836, 1847, 1857, 1866. If we turn for a 
moment to the case of other cycles through which the mind 
of man goes, e.g. in Politics or Eeligion, we shall find no 
approach to such regularity as this. Credit rests on opinion, 
and it is natural enough that over-confidence .should be 
followed by undue suspicion, and that this again should 
gradually yield to a confidence growing with commercial 
success, and leading to a fresh period of wild excitement and 
speculation; hut it is difficult to suppose that the minds oi 
men would tend to take the same number of years, viz., ten, 
going through the cycle, unless there were some cause outside 
of the mind of man operating at decennial intervals. Such a 
Sun-spot may perhaps be found in the fact that the 

Theory. Solar Period is 10 '5 years, ie. that it takes a 
little over ten years for the spots on the sun to recover their 
old relation to the earth. It is tolerably certain that their 
variations affect the Indian and many tropical harvests. It is 
still more certain that the various parts of the Commercial 
World are so linked together that a blow which falls on any 
one part is felt by the rest. A bad harvest in India leaves 
the natives barely enough to eat, and destroy, s, or greatly 
diminishes, their demand for English goods. This injures 
certain English trades, and the injury to these similarly 
diininishes the cfFectivo demand for the products of other 
industries. Thus the injury spreads in an ever-widening 
circle, and, even if the sun-spots only affect tropical climes in 
the first instance, there is no absurdity in connecting them 
with phenomena that are spread all over the industrial world. 
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It is not necessary for the theory to regard the Sun-spots as 
the only, or even as the chief, causes of credit cycles. It is 
enough to regard them as a regular force tending to establish 
a ileconuial period when no other forces intervene with 
sufficient energy to upset the periodicity. Among such 
forces vro may indicate Wars, Inventions, Legislation, and 
the various causes that .affect harvests. In some periods, as 
in that from 1793 to 1816, such disturbing forces are strong 
enough to destroy the decennial periodicity; at others, as 
from 181 G to 1866, they are only sufficient slightly to disturb 
the regularity of the periods. Thus the solar period is 10-5 
years, hut the interval between the panics of 1857 and 
1866 was less than 9 years. If we test the theory, by 
taking comparatively distant panics, the results are tolerably 
confirmatory of it. Thus four solar periods (42 years) would 
take us from the panic of 1721 to that of 1763, and eight 
periods would take us thence to 1 847. 

In order to help students to understand the phenomena of 
Panics, we will hero introduce a very brief historical account 
of two of the.se incidents. We will take first the Panic of 
1847, 

There had been unusually good harvests in the joslis 
1842, 1843, and 1844. The conseqiient increase in production 
had added to the wealth available for commercial 

Panic of 1847. 

enterprises, and the low prices left money free 
for such purpo.scs. Eailways and steamboats were beginning 
to “ pay,” and to effect a saving of national wealth. There 
M^as so much loanable capital in the market that in 1844 the 
bank rate sank below 2| per cent,, and even 2 per cent. 
This contributed, amongst other things, to a great extension 
of railways, which, even when they were productive in the 
■■ K . . 



long-run, locked up for a time much capital in forms where it 
ceased to be loanable. Then came, in 1845, the first failure 
of the Irish potato crop. It was some time before the effect 
of these things began to he felt. But by the January of 
1847 the bullion in the Bank of England had sunk below 
fourteen millions, as against over sixteen millions in the 
August of 1846. The Bank now raised its rate from 3 to 
34 per cent., and then, finding the drain on its reserves 
continued, there wa-s a further raising to 4 per cent, Ne\''er" 
theless, by April the reserve was below ten millions. 

The rate was again raised, this time to 6 per cent. Mean- 
while in 1846 there was a second failure of the potato crop ; 
Bad harvests in most parts of Europe the harvest was bad. 
of 1846. Agricultural prices were higher than they had 
been for thirty-four years. There was consequently much 
speculation in corn, which temporarily inflated credit. But 
the large importations forced on a heavy fall in the price of 
wheat, which ruined many of the speculators. On the 9th 
of August, Leslie, Alexander and Co. failed with 
liabilities of about £500,000. On the 11th a 
couple of other firms failed, each with liabilities of about 
£200,000. Others quickly followed. Within three weeks 
there were failm*es to the amount of over three millions in 
the corn trade. By the middle of September the 
ruin had begun to extend to other trades. Those 
bill brokers who had lent largely to corn merchants were 
naturally the fii’st to suffer. They had to restrict their 
operations and to call in whatever capital they could. They 
thus dragged down many firms which might otherwise havts 
pulled through their difficulties. These in their turn dragged 
down others. The extent to which capital had been locked 
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up in railways intensified the evil- The ' Bank not only 
raised its rate to 5| per cent., but refused to lend on what 
would ordinarily have been regarded as good security. 
Towards the end of October, banks began to fail. On the 
18tli of October the Royal Bank of Liverpool had to close 
its doors. This brought down two other Liverpool banks. 
In Newcastle, in Manchester, and in other 

October. 

West of England places, bank failures occurred. 
Oonsternation spread through the mercantile world. At 
length the Bank Act was suspended, and the mere knowledge 
that the Bank of England was free to issue notes at its 
discretion sufficed to stop the panic. The bank rate was 
now 8 per cent. ; but the Bank lent freely, at high rates, 
when the security was good, and so saved a number of firms 
that would otherwise have fallen. It might perhaps have 
been desirable to suspend the Act somewhat sooner ; but it 
should be noticed that many of the failures were inevitable. 
Under the influence of “ good” times trade had become too 
reckless and speculative, and preventive measures would have 
been useless tiU the more rotten businesses had failed* 
liet us pass now to the Panic of 1857. We must 
once more indicate some of the special features of the 
revival of trade and the speculative period 
which immediately preceded it. As is usually 
the case with panics, the crash of 1847 was followed by 
bad times. The contraction of credit impeded productive 
enterprises. Those who had money to lend were timid 
about lending it. But the capital which had been sunk in 
railways was now beginning to bring in returns. Savings 
were also accumulating as they were wont to do in times of 
caution. People began to recover from their fears, and to 


get more and more impatient at the low rata of interest 
obtainable through thoroughly safe investments. Oonfidence 
slowly revived. Then came the Crimean War of 1854 to 
1856, and the Indian Mutiny. As is usual with wars, 
trade was temporarily stimulated by what in the long-run 
Wars of certain to dimmish the resources of the 

1856 , X 857 . world. In America, too, there was a Eailway 
Mania, similar in some respects to the English one of the 
previous decade. Once more there was a period of excitement 
The American speculation, especially on the other side of 
railway the Atlantic. It was there that the next crash 

mama. ] 3 egan. There was ’ a panic in New York, if 

which sixty-two out of the sixty-three banks in that city 
itscata- stopped payment. Many English houses suffered 
consequence; and these, once more, spread 
England. failure around them. Liverpool and Glasgow 
were naturally the first to feel the shock from America, 
But the failures would have been comparatively few, if 
English trade had not been in an unduly speculative con- 
dition. As it was, the scenes of 1847 were repeated on a 
worse scale. The balance in the Bank of England sank below 
half-a-million. The Bank rate rose to 10 per cent. But for 
the suspension of the Act of 1844, the Bank of England must 
November closed its doors ou Nov, IS, 1857. The 

suspension of the Act was once more followed 
by a cessation of the panic, but not till notes had been issued 
considerably in excess of what had been the limit under the 
Act. Then the cycle began again. A period of stagnation 
was again followed by a period of revival which developed 
into one of over-speculation, till the crash of 1866 once more 
brought the cycle to an end. 


A few words may next bo said as to the way in which 
Panics should be treated. A panic is almost identical with a 
great and sudden contraction of credit. Every- Treatment of 
body is afraid to trust other people, and everybody Panics. 

Is afraid that other people will not trust them. Everybody 
therefore wants to have his wealth in a form that shall be 
immediately available, and that for two reasons. He feels 
that any securities he holds may be depreciated or rendered 
valueless by the failure of those who are liable for them ; and 
he also knows that at such a time, his own creditors are more 
likely to press for immediate payment, and that owing to the 
contraction of credit he will find it unusually difficult to 
borrow. To meet the pressing demand of a crisis, much gold 
is naturally drawn from the bank, and the first step to meet 
the consequent danger should be to raise the rate , v „ . 

V*) Kaise rate 

of interest. This will tempt more people to leave interest, 
their money deposited in the bank, and will induce others to 
deposit, by the prospect of a higher rate of interest. It will 
check the exportation of gold from the country, and will 
encourage the importation. The second part of the policy to 
be pursued is to meet the contraction of Credit by the 
suspension of the Bank Act. The essential object suspend 
of that Act is to limit one form of credit (viz., Bank Act. 
bank-notes). In times of excitement and overtrading such 
limitation is probably beneficial. But it becomes an evil 
when credit is unduly contracted. The necessity of suspend- 
ing the Act at such times is no condemnation of the policy 
of tho Act. If it limits credit in speculative times, it confers 
a great benefit on the community, and although experience 
seems to pj-ove that its efi'ect in this direction is quite 
insufficient, it probably does really, to some extent, achieve 
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its object Its partial failure is due to the ease with which 
other forms of credit can he resorted to ; but it may reasonably 
he maintained that but for the limits placed on the issue of 
bank-notes, there would have been an even greater expansion 
of credit in 1846. 1856, and 1866, and a still more violent 
revulsion in 1847, 1857, and 1866. However this may be, the 
Act becomes worse than useless when a panic has set in, and 
the almost instantaneous advantage gained by its suspension 
has been clearly seen in each case when it has been resorted to. 

The third principle in the treatment of panics is that the 
banks should be ready to lend boldly when the security is 
(3) Lend really good, and the high rate of interest is 
good^°" forthcoming. Unless this be done, many firms 
security. likely to fail whose business is, nevertheless, 

in a substantially sound state, and who only need time to 
enable them to weather the storm, in this case, as in the 
other two, experience has fully confirmed the conclusions 
which we have defended on theoretical grounds, and the 
principles iipon which panics should be treated are now 
generally accepted by all competent authorities. 

It may here be noticed that there lias been no suspension 
of the Bank A.ct since 1866 ; and that we are again in one of 
Decennial ^^osc pcriods w^hen the I'cgularity of the ten- 
Cycic again year cyclc is interrupted. Among the, causes of 

interrupted. . . 

this, a prominent place must lie given to the 
appreciation of gold, and the concurrent fall of prices which 
have characterised the years 1873 to 1896. The falling 
prices prevented that general hopefulness which is neee.s- 
sary for a great general inflation of credit ; and t]ii.s iniLst 
be regarded as a partial compensation for the burden which 
the fall ho3 undoubtedly laid on the producing claoser. 
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Since 1896 prices have on the whole had an upward ten- 
dency, and there have been several small panics, but none 
of them, in England, sufficiently grave to lead to a suspension 
of the Bank let. Our increased knowledge of the subject 
has led to the taking of precautions, which have mitigated 
the violence of the crises. 

SUPPLEMENTARY RBAlRNa 
Walkto, Chaps, X. and xi. 

Mill, Book iii., OhapR. xi. and sii. 

QUESTIONS. 

1. Consider how far credit is an efficient suli.stifcnto ; (l) for moaev • 

(2) for capital. ' ’ 

Each qucMion should he considered both from the point of view of 
individuals, and from that of the whole community. 

2. What should you consider to be the chief causes and effects of 
Commercial Panics ? 

3. Should you expect the discovery of tlie fact that panics frequently 

occur at intervals of ten years to increase or diminish the recularitv 
of their occurrence ? b j 

Oo7isider how credit, production, ami speculation would he likely to he 
affected hv the expextaiion of a contraction of credit at a parliadar^ime. 
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FOREIGN TRADE 

There are several distinct causes of International Trade. 
Thus the fact that some countries cannot produce a particular 
commodity may lead them to trade with the 

Causes of In- , t t> l n 

ternationai countnes that can produce it. .But, secondly, 
when a country can produce a particular com- 
modity, it may be at a great natural disadvantage in produc- 
ing the quantity of that commodity which it needs. England 
produces wheat, and it might perhaps produce sufficient for 
all its needs. But it could only do so by an immense 
expenditure of labour and capital. It is cheaper for us to 
produce other things and exchange them for wheat. Nomin- 
ally, of course, we sell what we export, and huy what we 
import. But even if the money actually passed from country 
to country in the form of gold, the gold would lie only a 
medium of exchange for bartering what %ve produce, in return 
for what we need.’- 

Thirdly, the disadvantage may be artificial. It may be 
due to the different aptitudes of different nations; to the 
amount of accumulated capital ; to varieties of skill or tastes. 
Our manufacturing supremacy is partly due to our coal and 
* Some q-ualificjttion of this will be made further O’u. 
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ii’ou, but partly to the fact that our thick population and 
large stock of capital enable us to avail ourselves of the 
advantages of manufacturing on a large scale. The economies 
thus secured often more than compensate for the cost of 
canying manufactured goods to parts of the world which 
produce the raw material and could manufacture the goods 
in question. Were it not for the protective duties, it would 
certainly pay Americans to send us cotton to manufacture 
for them, although this involves that the cotton should be 
twice carried across the Atlantic. 

It might seem that it is advantageous for each country to 
produce what it is best qualified for producing. But such 
a statement needs some qualification. In the a country 

years immediately following the gold discoveries 
. A i. T 11 , , what it could 

III much cheese d.nd butter was sent produce. 

from Ireland, half round the world, to a country better fitted 
for producing cheese and butter than Ireland itself. Australia 
had rich pastures, but she had still richer gold mines. It 
paid her people to flock to the gold mines, and to pay the 
cost of carrying from Ireland what Australia was at least as 
well fitted to produce. No doubt if Irish peasants could 
easily have been transported in suflScient numbers to Australia, 
it would have paid best to produce both commodities, butter 
as well as gold, in Australia; but the difficulties that im- 
pede the flow of labour into the most remunerative channel 
within any country, operate still more strongly when it is a 
question of trajisporting labour to a distant part of the globe. 
It needs a considerable difference of remuneration to attract 
men to a remote country, or even to a country which is not 
remote, but where they would find themselves amid new and 
unfamiliar conditions of language and habits of life. The 
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fiame applies, to a less extent, to the transportation of capital. 
The transfer is comparatively easy, but the diffiouities in the 
way of secure investment, and still more of any effective 
supervision, prevent the equalisation of the rates of interest 
in different countries. It follows that in investigating Inter- 
national Values we are little helped by considering the cost 
of production. In the long-run, there is no doubt a tendency 
for values to move towards cost of reproduction, even in 
foreign trade. But the tendenejr is so slight that it may 
almost be ignored, and the main cause of foreign 

Owing to ° 1 \ • 7 . 

relative dis- trade IS a difference (not in actual but) in relative 

advantage. production. Tlius, in the illustration 

given above, Irish butter was exchanged for Australian gold, 
because gold could be produced relatively so much easier in 
Australia. The significance of this will appear more clearly 
if we take two countries, both of which can produce each of 
two commodities. Suppose that both in England and in 
France three tons of coals could be produced at the same cost 
as one ton of iron. The countries would not exchange these 
commodities, even if England had great advantages in pro- 
ducing each. But if France had a relative advantage in pro- 
ducing iron, it would pay her to send us iron for coal, though 
England might be able to produce iron for herself with less 
labour and abstinence than the production involved in France. 
This shows that there is no such connection between profit- 
able trade and low wages as many imagine. Ask a “ practical ” 
man how it is that but for protection wo could undersell 
American manufacturers in their own markets, and he will 
probably say that it is because American wages are so high ; 
and similarly the sale in England of Belgian iron goods is 
popularly accounted for by the fact that Belgians will work 
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longer hours and for lower wages than our own countrymen. 
But these Belgian goods are evidently paid for in English 
goods. Even if the actual payment were made in gold we 
did not raise the gold in England ; we presumably gave English 
goods in exchange for it, and therefore we ultimately paid 
for the Belgian goods by our own products : let us say, by 
cotton goods. Now let us suppose a general fall in English 
wages, and see whether this would enable us to undersell the 
Belgians. Our iron goods can, no doubt, now he produced 
more cheaply ; but so can the cotton. Unless there he some 
change in the relative cost of production, it will still pay us 
just as well as ever to export cotton goods and to import iron 
goods in exchange ; and oven if this were not the case the 
change would only benefit the iron trade at the expense of 
the makers of cotton goods. 

We will next briefly speak of the economic advantages of 
foreign trade. The intellectual and moral advantages of 
bringing men into contact with one another will Economic 

not be dwelt on, as they only concern the of 

economist indirectly; and of the more direct Trade, 
economic advantages we will only observe that exchanges 
are normally beneficial to both parties. People often talk 
as if one party must lose by each exchange ; but evidently 
both parties think it to their advantage, and although 
mistakes are frequently made, they must be regarded as 
the exceptions. Buying and selling are voluntary acts, and 
Tve may fairly assume that, as a rale, the goods Exchange 

sold are wortli more to the buyer than the money to both ** 

paid for them, while the money is worth more countries, 
than the goods to the seller. The same thing holds between 
nations. In the example given above, England presum- 
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a,bly gained by buying iron, and also by soiling cotton. Tins 
would be the case even if our forms of prodnctK*n were not 
influenced by the expectation of foreign trade ; but in reality 
W6 each produced what we could produce with the greatest 
relative advantage, from the knowledge, or at least the 
expectation, that we could sell cotton, and buy iron in a 
way that would leave a profit to us. The Belgians actesl with 
a similar knowledge or expectation ; and in the majority of 
cases, such expectations are fulfilled. Trade is thus analogous 
Analogy of to Division of Labour. It enables people to 
Divfsionof devote themselvcs to things which they can do 
Labour. (relatively) best, and thus secures not only the 
advantage of greater fitness, but also the advantage of more 
concentration. For even if there were equal fitness, it would 
often pay best for one party to work at one thing, and the 
other at another, and then to exchange portions of the 
products. We may notice that Trade may also lead to 
some of the disadvantages of Division of Labour, It is 
conceivable that a nation might devote itself too exclusively 
to a few things, and so not provide sufficient opportunities 
for various kinds of talent and capacity. 

Let us next touch on the way in which nations discharge 
their liabilities to one another. This is chiefly done by a 
Cancellation cancellation of mutual indelitedness. As a rule, 
uonauia^' ™ goods and not in money that nations pay 

biiities, foi* whatever they import. Suppose that of three 
countries (A, B, and C), A imported goods to the value of a 
million pounds from B, and B imported goods to the same 
value from 0, and 0 from A. If the imports were paid for 
in gold, it would be necessary to send three millions in gold 
to discharge the liabilities, and, in the end, it would be found 
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that each country had neither more nor less of gold than at the 
beginning ; for each would have sent and received a million. 
The cost and risk of sending all this bullion could evidently 
be avoided, if all the debtors had paid in their debts to some 
merchant in their owji coimtry, and that merchant had then 
paid the creditors in that country. This is what through Bins 
is practically done, only that instead of a single of 
merchant in each country acting as intermediary, the work 
is done by various bill-brokers, who buy and 'sell bills of 
exchange, which are practically orders to pay, drawn on the 
several debtors by their creditors. People get what is due 
to them by selling such bills to a broker; they pay what 
they owe by buying similar bills. The broker gets a small 
commission, and the debts are discharged without any 
bullion passing from country to country. Hitherto we have 
been speaking of countries which owe the same amount, 
that they are entitled to receive though their debtors and 
creditors may be very unequally distributed among foreign 
countries. In practice, of course, this equality of debts and 
claims seldom exists, and we have next to ask what modifica- 
tions of the system are introduced in consequence of the 
inequality. Let us suppose the total debts due only the 
from English to Australian merchants amount 
to seven millions of pounds, and the total due bullion, 
fiom Australians to Englishmen amount to five millions. 
If we exclude from consideration all other countries, we see 
that it is possible to cancel five millions of English indebted- 
ness against the Australian indebtedness in the manner we 
have described above. This would save the cost and risk of 
sending twelve millions half round the world ; hut there are 
still two millions to he sent. Let us ask, therefore, who will 
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have to boar the cost, and risk of sending this. If the mer- 
chants were all in direct relations with each other, it is plain 
that the Australians would be able to choose among the 
. English debtors a sufficient number to cancel 
sending falls their fivo millions of indebtedness. A competi- 
try which tion would naturally arise among the English, 

owes most. -would he willing to pay some 

iiremium to be relieved of the cost and risk of sending 
the amount of his debt across the ocean. In practice the 
amount would he sent by English brokers ; but they would 
charge a premium, in addition to their commission, in return 
for the service they were rendering to the English debtors ; 
on the other hand, the brokers would be willing to pay 
some premium to each Australian debtor who buys from 
them, for such a bill diminishes the amount of the balance 
that has to be sent to Australia. In the case we have 
Favourable mentioned, the Bate of Exchange is said to be 
England. The phrase simply means that 
change. people must pay a premium for the convenience 
of bills payable in Australia, in addition to the broker’s com- 
mission and the nominal value of the hill, and the explana- 
tion of this necessity lies in the fact that they are increasing 
the amount of bullion that has to be sent half round the 
world. The rate of exchange is said to be (d when the 
indebtedness of the two countries is equal. In tliat case 
there is of course no premium to pay. 

The rate of exchange, as explained above, is due to the 
balance of indebtedness. If, however, the cniTeiicy of either 
country is debased (say, by the use of unconvertible paper), 
there will of course be a modification of the rate of exchange, 
since the nominal debt, reckoned in the debased currency, 
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will be greater tha n if it rrere reckoned in gold. It is there- 
fore usual to employ the expression real exchange 
for that which grows out of the balance of in- Nomfnal 
dcbtedness and to speak of the nominal exchange 
%yhen referring to variations due to the condition of the 
currency. 

If the relation between two countries were simply that of 
buying add selling, and if all payments were made in bullion, 
each country’s imports and exports would be of the same 
value. This is implied in the very nature of a sale. If the 
only relation bctw'een England and America was that we 
bought cotton and meat to the value of five 

Imports bsil* 

millions, and sold steel rails to the value of three ance Exports 
millions ; and if the excess were paid for in gold, tom^T 
it is evident that exactly two millions would 
have to be sent in gold. In other words, a country’s imports, 
including bullion, are exactly equal to its exports, so far as 
these gi.-ow simply out of direct sales. But as a matter of 
fact we do not find this equality. The imports of the United 
Kingdom greatly exceed its exports. Taking, for instance, 
the year 1886, we find that the excess was over Excess of 
£80,000,000, In 1883 it was over £120,000,000 : 
and although the excess varies from year to year, Bxpons, 
it always amounts to a gigantic sura.* Many people regard 
this fact with alarm. They say, in effect: “We are in the 
position of a man living beyond his income, of a manu- 
facturer who habitually buys more than he can sell. We 
must, be either running into debt, or steadily trenching upon 
our capital” In reality, however, we are doing neither of 
these things. A manufacturer may buy more than he sells, 

^ This holds whether ws include bullion or exclude it, 
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and yet not be advancing towards ruin. His income may 
be partly derived from gifts (say from a son in the colonies), 
and partly from the intere-st on some capital he has invested, 
and partly from the remuneration for servicer, he is rendering 
(say in carrying the goods of some other trade.sman). Now 
How the England is in the position of such a manufacturer, 
excess is world, who are sending 

accounted 

for- gifts to their fatherland; she has invested much 

capital in foreign lands, from which she annually draws a 
large income ; she does a large part of the carrying trade of 
the world, and receives of course a remunera,tion for this. 
And all these items, though nominally paid for in money, 
are actually, and in the long-run, defrayed in goods imported 
into our country, and against which there are no correspond- 
ing exports to set. The excess of imports over exports 
is therefore not a ground for alarm, but rather a matter 
for congratulation. In order to make this clearer, let us 
take in turns the three sources of income v/e have referred 
to : — 

(1) Gifts. A youth has crossed the Atlantic and prospered 
as a colonist. He sends £20 a year to the old folks at home. 
He sends it in the form of a bit of paper, which is in effect 
an order on some English banker. But, a.s we have already 
seen, it is by no means certain that any gold will be sent 
from America to pay the remittance. It may bo more profit- 
able to send cotton. This ranks, of course, as an imj)ort into 
the United Kingdom, and accounts for a portion of that ex- 
cess which some people regard with horror. In reality it is 
a free gift, a pure increase to the wealtli of England. 

(2) 071 The same considera- 

tions apply to this source of national income. Englishmen 
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have investcfl money in foreign railways. They receive their 
interest nominally in money. But what actually comes to 
England may he any of the products of the indebted country. 
It swells the excess of imports, and is an enriching, not 
an impoverishing of the country. 

(3) Payment for services not embodied in commodities. This 
item is more analogous to ordinary trade. When a country 
sends exports to pay for imports, it is really exchanging 
services for services. There is a similar exchange when the 
services rendered by either country are not embodied in com- 
modities. Suppose America sent us only cotton, and received 
from us only cotton goods, but that the trade was all carried 
on by Englishmen, in English vessels, it is plain that the 
cotton would have to remunerate not only our manufacturers, 
but also our shipbuilders and sailors. There would be an 
excess of imports over exports ; the fact would not be, as in 
the case of (1) and (2), a matter for congratulation; but 
neither would it justify any alarm. 

The popular delusion on this subject grows out of that 
confusion between money and wealth, against which the 
student of economics must constantly guard him- ^ ^ ^ 
self. The popular idea seems to be that exports analysis of 
involve a profit, “ because they bring money into 
the country ” ; but that importe are a questionable advantage. 
In reality a large portion of a country’s imports are paid for 
by its exports, and if you dimmish the one, you will probably 
diminish the other ; while the rest of the imports and exports 
are accounted for by the sort of causes we have explained 
above. The excess of imports means simply that we are 
receiving more of the necessaries, comforts, and luxuries of 
life than we are sending away, and this is, on the whole, a 

, . . , i. 
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matter for congratulation. It must of course be , omombercd 
that gifts, interest, and services, not embodied in eonmioditiee 
help to swell the exports; and that capital invested abroad 
has, m the first instance, the same effect, tliough this is gradu- 
ally more than repaid if the inveatmont proves profitable. 
On the whole, therefore, wo may deserilio mir imports as 
representing the sum-total of the following items • 

(a) What we receive in exchange for exports. 

{h) What we receive as interest on foreign invor.tinents. 

(c) \'\niat we receive as gifts from abroad. 

(d) What we receive for services not embodied in goods. 

(«) What we receive in exchange for any shares, or other 

securities transferred. 

(/) Any capital from abroad invested in tiie United King- 
dom. “ 

From this we have to deduct any unpaid debts, but this 
may be practically ignored, as there is no reason to suppose 
that, on the average, there is any great difference between the 
amount of bad debts incurred in intorn.-itional trade by our 
own merchants and those with whom tliey have dealings 
Confining ourselves to the other items, it must be admitted 
that if the excess of our imports were largely due to the 
transfer of securities (e), there would be just cause for alarm • 
for this would really imply a living on capital. But there is 
no sort of reason for supposing that this is the case. The 
Income-tax returns seem to prove the very reverse. The 
excess is unquestionably duo, in a great measure, to the excess 
of {h), (c), and (d), over the corresponding gifts, interijst, and 
services received by foreigners from us.^ 
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On. the whole, there lore, we should consider the great 
excess of our imports over our exports as a satisfactory 
feature in our economic position. Conversely in ^he Exccs-s 
the case of .India, the excess of exports over im- gratifying, 
ports points to economic facts unsatisfactory to the country 
in question. Its exports are s^welled by remittances for Anglo- 
Indiaiis, and by the interest that India has to pay 

■ ' A 1 mi . .1 Cf. India, 

for foreign cap,it.u. ihe price may not he too 

heavy for the advantages of British rule and the improve- 
ments v/hich the capital has effected ; but it is evident that a 
price has to he paid for those things, and part of it takes the 
form of exports for which there are no corresponding imports. 
Even those who most deplore our own excess of imports will 
scarcely regard England as getting poorer than India, where 
the excess is the other way. 

SUPPLEMENTARY REA-DINQ. 

Mii-u, Book lit., Ohajjs. xvii. to xxii. 

QUESTIONS. 

1. Hor shonM jmn for tho fact, that th® foreign trade of 

yictoria diminished betweeix 1856 and 1870, in epite of the increasing 
population and weal bli of the colony? 

The best and most accessible gold mines were, getting exhausted. The 
mcreasmg population was making agriculture more projltahle. 

2. Why i.s the prernmm oaused by “real” exchange never greater 
than the cost of sending the amount in gold (including insurance) ? 

Consider why awy one is willing to pay a premium for a Bill of Ex- 
change, 

How should you expect the exports and imports of two countries 
to be affe(;te(l by Use fact that the one was able to impose a heavj' 
tribute on the other ? 
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4. How should you expect the rate of exchange between England 
and America to be affected by a bad English harvest, assuming that 
the deficiency was largely made up by. importation from America? 

6, To what extent should you consider the foreign trade of a 
country to be a teat of its prosperity ? 

A country with no foreign trade might yet be very proaperom. 

6. How should you expect Irish imports or exports to be affected by 
the fact that eo many owners of Irish land live out of the country ? 


CHAPTER XI¥. 


FREE-TRADE. 

Wb havo seen that trade grows up on account of the 
different capacities of different countries. It enables each to 
devote itself to those forms of production to Theory of 
which it is relatively the better adapted, and to Free-Trade, 
obtain in exchange for its surplus products a larger amount 
of other kinds of wealth than it could produce for itself with 
an equal expenditure of capital and labour. This being so, it 
might appear obvious that any interference with perfect 
freedom of trade was an injury to both the countries whose 
trade is interfered with. 

It cannot be desirable for a government to encourage its 
own subjects to turn their industry and capital into less 
profitable channels than they would otherwise flow in. 

It is possi])le, however, to conceive of cases whore the 
interests of the community are so distinct from 
the commercial interests of individuals, that the estsofthe 
former may be promoted by an interference with 

the free course of the latter. It is also possible with those of 
, 1 . T individuals, 

that a government might judge more wisely than 

its individual subjects what would promote the commercial 

interests of the latter. We cannot, therefore, prove theo- 
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retically that all Government interferences for the protec- 
tion of native industries are injurious; hut it may safely 
be said that the arguments usually relied on by those who 
call themselves protectionists, or fair-traders, 
For tliese arguments 


The usual 

objections to are based upon fallacies, 
are baaed on wheii analysed arc mostly based on the assump. 
fallacies. excess of imports over exports i.s a 

]>a<l tiling; that the importation of goods which vre could 
produce at home is an injury to the nation, and an evil to 
Imports not be deplored; an assumption which we have seen 
an evil. Jjq generally a delusion. 

Thus Protectionists often say, “We are in favour of 
Free-Trade, if other countries will practise it too ; but what 
we object to is, that we should admit foreigners’ goods 
freely to our country, whOe they put taxes on our goods, 
or encourage their own products by the giving of boimties.” 
Here there is obviously the assumption that the free im- 
portation of foreign goods inflicts injury on Englishmen; 
an injury which would, however, he compensated by an 
equally free admission of our goods into foreign lands. But 
in reality the free admission of foreign goods is (generally) a 
benefit to hinglishmen. We pay for them, but the price is 
(normally) worth paying, and is paid, not in gold, or money 
of any sori;, but in exported English goods (or services 
rendered for a remuneration). In some years, no doubt, we 
send out of the country more gold than comes into it, but 
this is rather the exception than the rule, and the balance ia 
scarcely ever more than an insignificant fraction of our total 
imports, or of our total exports. To diminish our imports 
(normally) involves a diminution of our exports, except so far 


as eitbor rf.prcscnts a gift or the discharge of some liability. 
It follows, therefore, that to encourage one native industry by 
a tax or other burden on the foreign competitors, generally 
involves the discouraging of another native industry. The 
close connection between imports and exports Exports 
may be illustrated by a comparison of the foreign ne°cTed 
trades of }?rotcctionist Victoria and (compara- imports, 
lively) Free-Trade New South Wales. The following tabic 
wdil show the value of the imports and exports (in millions 
of pounds) at quinquennial periods : — 

Tfiar 1807. 1872. 1877. 1882. 1887. 1892. 1897. 

New South Wales, Imports, 6-6 8-5 14-6 21-2 IS'8 20-7 21'7 

„ Exports, 6’8 S'O IS'l 16-7 18-4 21-9 237 

Victoxw, , . Tmporte, 11-6 13’6 16-3 187 IS'S 17-1 15'4 

,, . . Exiiorts, 127 13-8 IS’l 16-1 117 14-2 167 

We see from the above that forty-three years ago New 
South Wales imported and exported little more than half as 
much as Victoria, 'fhe Protectionist policy of the latter has, 
of course, liindered the growth of imports (as it w'as in- 
tended to do). But the noteworthy thing is, that the 
exports of the colony have similarly been retarded. This is 
precisely what wo should have expected, and it serves as a 
striking illustration of tlie futility of hoping to check the 
importation of foreign goods without simultaneously check- 
ing the sale of native products in foreign markets. 

Lot us next examine a little more closely the two chief 
methods by which governments have attempted to “ protect ” 
native industries. The first of these is by giving bounties on 
exports ; the other is by imposing taxes on imports. 

We will suppose the French Government pays (say) a 
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million a year in encouraging the French producers of sugar 
by giving bounties on ail the sugar they export 
This million must, of course, be paid somehow by 
the French taxpayers. But the burden imposed on them 
does not end here j for the price of sugar will certainly rise, 
owing to the fact that either the supply of sugar in France 
is diminished, or else additional sugar is produced on more 
unfavourable terns, by resorting to inferior land, or applying 
more capital to the old land than it paid to apply at the old 
price of sugar. Let us suppose that the total addition to 
what is paid in France for sugar amounts to another million. 
So far, then, the French people have paid two millions for the 
sake of giving one million to a particular trade. But even 
this million will not all go to the producers of sugar. The 
rent of land suitable for beet-root will bave risen in con- 
sequence of the lowering of the margin of cultivation. A slice 
of the bounty will thus go into the pockets of the lucky 
owners of this land. There will probably, bowever, be, at 
first, some addition to the remuneration of the producers of 
sugar. But this will tempt additional labour and capital into 
the trade. It will divert Frenchmen from the forms of pro- 
duction for which their qualities and the nature of their 
country fit them best, to one to which the Government has 
given a temporary prosperity at the expense of the French 
people. This will go on till the wages and profits of the 
sugar-producers are reduced to the level of those in other 
^ trades (after making all allowances for differ- 

of Foreign enc0 in net advantages and difiieulties). Let us 
Bounties. effects of the Bounties on England, 

If the policy achieves its ends, it enables French sugar-re- 
finers to undersell the English. The English get their sugar 


cheaper, but the English sugar trade may be ruined. This is 
not a light matter. For those who have acquired any of the 
particular forms of skill which the trade requires, and for 
those who have sunk their capital in sugar-producing, it may 
be a fearful catastrophe. Neither labour, skill, nor capital 
can be easily transferred to another trade. In some cases the 
transfer is impossible, and the French Bounty system may 
inflict ruin on many. Against this we have to remember that 
in addition to the gain to all consumers of sugar in England, 
the lowered price will probably increase the prosperity of other 
industries. The makers of jam, for instance, will profit by the 
cheapness. There will he more demand for English labour 
and capital and skill in this and other industries, and if we 
could he sure that the French Government would persist in its 
policy, the English people, as a whole, and in the long-run, 
would probably gain more than they lost by the French 
sugar bounties, even though some Englishmen suffered 
greatly from it. But unfortunately there is no security 
that the bounties will he continued. They may be kept up 
long enough to ruin the English sugar-producers, and then 
they may he removed, to the ruin, perhaps, of other 
industries that had grown up through the cheapening of 
sugar. In these circumstances, it is at least doubtful if 
England gains by imposition of bounties by foreign govern- 
ments. Wliat seems unquestionable is that France is injured 
by such a policy. ^ Whether the English Government can 
wisely retaliate by subsidising the English sugar-refiners, or 

^ Since this waa written the Sugar Bounties have practically been 
abolished. Thereupon the price of sugar fell in France and rose 
considerably in England. Much injury was thereby inflicted on 
many Engli.sh Industries. This was just what ought to have been 
anticipated. 
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by taxing imported sugar from France, is too complicated a 
question for discussion here. 

'We will next consider t'Jie taxation of imports, which is 
the second and more usual method by which governments 
Import attempted to protect native industiios. It 

i3«tiss. necessary to distingiiisli between duties 

Idiat are imposed only for purposes of revenue and tliose 
that are imposed wholly or partly to protect some home 
industry. An English tax on tea is in no sense protective, 
(i) For since there is no tea production in blnglarni 
Revenue. Again, OUT duties on spirits are not protective, 
because they are balanced by excise duties on English spirits, 
and the amount of the two duties is intended to be such, 
that if both were abolished the home producer would be 
neither more nor less able to compete with the foreigner. 
We shall consider in a future chapter the advantages and 
disadvantages of such taxes as a mode of raising part of 
the revenue. For the present, we must confine ourselves 
(a) For Ij® what are really protective duties. The objec- 

Protectiem. objection tO 

giving bounties, vis?., tho,t they divert capital and labour tc 
forms of production which are less suitable to the country 
than those which they would have been embarked in under 
a system of .Free-Trade. If protective duties succeed in 
their objects they diminish our imports j but they would 
generally diminish our exports to about, tlic same extent. 
If they secure employment for some classe.s of Englishmen, 
they limit the demand for other kinds of labour to about 
the same extent, and they of course luiso the price of the 
aidiclos on which the duties are levied. The ad-imutege 
given to the protected industrv is short-lived. For any 


uhftp. xm.} 


free-trade. 


m, 

mcroase of profits or wages in that industry attracts fresh 
capital and labour to it, and the profits and wages are 
gradually forced down to the normal amounts. But the 
disadvantages of the enhanced prices are permanent. 

A tax on imports falls mainly, if not exclusively, on tho 
consumers, %.e. on the subjects of the government that im- 
poses the tax. Suppose, for instance, that an 
nntaxed import sells for a shilling. This means STmport 
that a shilling provides a sufficient profit to in- 
diice the foreigner to send the article to our markets. Now 
let the government impose a penny tax on the article. Un- 
less it can now fetch thirteenpence in the English market, 
the foreigners’ profit will he reduced. No doubt for a time 
ho may have to bear some loss of profit, owing to the difficulty 
of transferring labour and capital to other trades ; but unless 
his profits were previously abnormal, the transfer will gradu- 
ally take place. Less labour and capital will go into the 
business till its profits are brought to the old level as com- 
pared with others in the same country. It is possible indeed 
to imagine cases in which some portion of the tax will prac- 
tically fall for an almost indefinite time on the foreign pro- 
ducer; blit the amount so raised would hardly ever he 
sufficient to compensate, for tho injury done by the protective 
duties, though it is difficult to prove thi.s in any general way. 
We will give here two historical instances of the effects of a 
Protective policy. 

brora 1815 to 1848 English Parliaments endeavoured to 
protect tho Agricuiburai interest by taxing imported corn. 
The price of bread was kept artificially high, in The com 
order to save the British farmer from being under- 
sold by foreign competitors. The evils which dear bread 
inflicted <m the poor are within the memory of people now 


living j but it must not be supposed that even the producers 
of English corn enjoyed a compensating prosperity. In the 
years from 1820 to 1837 Parliament appointed five different 
Committees to investigate the causes and possible remedies 
for AgricuUwral distress. The condition of the labourers in the 
■protected industry was miserable in the extreme. Landlords 
were able to pocket the whole advantage of the Corn Laws, 
and the people suffered that rents might ho kept up. The 
protection of agricultural products can scarcely fail to have 
this result. If it temporarily raises the profit of farming, 
this will increase the competition for farms, and this -will 
cause a rise of rents which will continue until farming profits 
are brought to their normal level. No doubt if farming 
profits have been temporarily brought below their level (say 
through increased facilities for importing corn), a temporary 
protective duty might really help the farmer during the 
years in which the consequent transfer of capital and skill to 
other industries was taking place ; and there is much to be 
said in favour of attempts on the part of governments to 
diminish the miseries caused by changed conditions of trade ; 
but attempts at doing this by protective duties would be 
likely to cause more evils than they removed. In this, as in 
many other cases, Protection may bo theoretically defended, 
but only on the assumption of wisdom, knowledge, and 
strength in the Government, which in the present state of 
civilisation it would be idle to exjiect. 

The condition of the American shipping trade will serve as 
an illustration of another kind of protection. An American 
American shipbuilder has to pay duty on about twenty of 
the things he needs for making his vessels. In 
their effort to protect their own manufactures, 
the Americans have almost destroyed what was one of the 
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most promising of tlicir industries. Fewr people would no*w 
defend the taxation of imported raw material Every one 
sees that this is likely to injure the manufactures of the 
country. But it is not sufficiently noticed how many manu- 
factured articles are themselves used as tools or materials for 
other manufactures. The objections to taxing them are 
similar to those that are felt to be fatal to the taxing of raw 
materials. A tax on inanufactwred articles not used in p'o- 
duction, would certainly not be as objectionable as a tax on 
food or on the materials of industry ; but even such a tax, 
besides raising prices, would diminish exports, and strike 3 
blow at our shipping trade.^ 

Let us next consider what force there is in some of the 
common pleas for Protection. 

(a) To ^oduce diversities of occwpation. In some pieasfor 
cases it might be desirable to sacrifice something ^‘‘otection. 
for the sake of this. A countiy in which gold-digging was, 
economically speaking, the most productive industry, might 
feel that the social advantages of encouraging other industries 
more than counterbalanced some pecuniary loss. If, again, it 
could be established that the strength and health of English- 
men was suffering from the tendency of the people to gather 
in large towns and work in factories, it might he an advan- 
tage to protect the agricultural interest. Individuals are 
apt to seek immediate gains at the expense of the future. 

^ It must bo reinemborecl that such manufactured articles form only 
a very small proportion of our trade (about 30 millions out of a total 
of 350 millions imported, and as against more than 500 millions of 
goods manufactured at home for home consumption). If we imposed 
such duties as would altogether exclude such manufactured imports, 
the increased home demand would not be very great, and we have to 
set against this the diminution of our exports, the raised prices and 
the damage to our shipping trader 


Tho QoveTBment should take larger viov/y. But «ve« if it 
were desirable to interfere with that distri])ution of popula- 
tion between town and country, which competition and self- 
interest would bring about, it is probable that some better 
and less costly method than the imposition of duties on food 
could be found, especially as the latter would chityHy benefit 
the owners of agricultural land, 

(d) To make a couniry less dependent on. others. Here again, 
a good case might, in some circumstances, be made ont for 
protection; though it has to be noticed that the mut,.'\l 
dependence of countries on one another is favourable to the 
maintenance of peace, and brings with it the advantages of 
intercourse. In the case of England, it must further be 
observed, that to secure independence we should have to 
produce about three times our present agricultural supply ; a 
thing which, if not impossible, would at least involve a 
tremendous expenditure of labour and capital. Wheat would 
bo raised to a famine price. 

(c) To balance high mages and heavier tmus. The argument 
is that we have to compete with countries whore wages are 
low and taxes light, and that “ Protection " is needed to 
enable us to compete on equal terms. This of course 
assumes that protection is a gain. In reality, as we have 
shown, any benefit to the protected industry is generally 
short-lived, while the injury to other inclustnos is permanent. 
If wo at present compete .at a disadvantage, wo should only 
be increasing our disadvantage by imposing protective duties. 
High-waged countries generally beat others even in neutral 
markets.^ 

^ This is largely due to the fact that the efficiency of labour is so 
much improved by better material conditions, especially when these 
continue for several generatitwis, . 


(d) For purposes of Retaliatmi. Threats of retaliation, if 
successful, would extend. Freedom of Trade; if unsuccessful 
they would extend “Protection.” The chance of success 
depends on very complicated circumstances. Tariff Wars 
have generally been disastrous. England’s position is %^ery 
favourable for such a War against certain countries on whom 
we arc not much dependent for food and raw materials. 

(e) To give- Preference to colonies in rehmi for Preference given 
io England. Economically there seems no reason why such a 
policy should not equally be applied to Foreign Countries. 
If England and Canada would both benefit by such an 
arrangement why not England and the United States, Tn 
reality, some industries in both countries would gain and 
others would lose, but the injury would be greater than the 
benefit. 

if) To prevent dumping T Cheap goods are generally an 
advantage to the country receiving them, in spite of the 
injury they may inflict on particular trades. Cases can be 
imagined in which the injury exceeds the benefit. But such 
cases are rare, and difficult to deal with by Law without 
interfering with “ dumping ” that is beneficial. 

ig) To diminish the numher of the unemployed. Protection 
might give employment to some, but only by taking it from 
others, viz., those employed on the Exports which would 
have been taken in return for the Imports which a Tarifi" 
excludes. Our shipping trade would suffer both from 
diminution of Imports and from diminution of Exports. 

{h) I he eaperienee of Fordgn Countries has satisfied them that 
Protection is wise. But one chief motive of Continental 
Governments is to raise revenue in ways less unpopular than 
the imposition e>f direct taxes. They are therefore interested 


in. spreading the belief that their Protectionist larilTs benefit 
native industries. The United States has Pree Trade ail 
over its 4-5 States which comprise almost every variety of 
climatGj soil and natural resources. It is therefore com- 
paratively independent of Foreign Trade and comparatively 
little injured by its Tariff, If these States were independent 
and hostile political entities, they would probably set up 
Tariffs against one another. Yet no reason can be given 
why identical commercial transactions between traders in 
two States should cease to be beneficial to both simpi}!^ 
because the States had become politically independent. 

On the whole, it appears that “ Protection can only be 
justified when a Government is so far ahead of its individual 
subjects in wisdom and foresight that it can dare to inflict 
economic loss on the nation for the sake of some (expected) 
future advantage, or to use a Tariff to break down prejudices 
which interfere with the most profitable use of labour and 
capital. Suppose the Indian Government imposed duties 
on manufactured cotton simply in order to protect Indian 
manufacturers. Such a policy would be foolish if India were 
relatively unsuited for such manufacturing ; but if the only 
bar were native prejudice against new and unknown forms 
of industry we cannot dogmatically say that the policy would 
be unwise. 
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SUPPLEMENTARY READING. 
M 11 .L, Book V. Chap. x. 


QUESTIONS. 

1. “Protection would save much cost of carriage,’^ Does this seem 
to you a good argument for Protection ? 

Show that trade implies a saving, after a)st of carriage has been 

defrayed. 

2. What can you say for and against a policy of imposing duties 
to estalilish. an industry which is expected ultimately to flourish 
without Protection ? 

Show that it 7mght not pay individuals to establish an industry which 
would ultimately be a good thing for the country. Indicate the difficulties 
of wiihdratoing Protection, Cd?i you suggest any alte7’mtive way of 
securing the end in view ? 

3. Discuss the proposal to make the British Empire into a trade 
confederacy with Free-Trade among its memhers, but “Protective” 
against outsiders. 

Consider the gain and loss (1) to Etiglishmen, (2) to colonists. What 
view should you expect colonists who are protectionists to take of such a 
proposal ? 

4. Does a country (generally) gain or lose by admitting imports 
freely, while other countries impose protective duties ? Give reasons 
for your answer. 

6. What reasons are there for making the introduction of Free-Trade 
gradual in a country when protection has been established ? 

Indicate the effects of a sudden change in the kind of industry for which 
there is a d&mmid. 



THE FUNCTIONS OF GOVERNMENT. 


The primary function of Government Is to 
define and protect the rights of its subjects. 

The task of defining rights is by no means a simple one. 
Has every child born in the State a rigU to an education, 
and, if so, how far does that right extend ? Has 
any man a right to own lands or other gifts of 
nature, and, if so, within what limits 1 ^ Has eveiy genera- 
tion a “ right ” to make arrangemen1.s binding on the next, 
and, if not, what are the limits to the “ right ” of each 
generation to repudiate the arrangements made by its 
ancestors? Has a starving man a “right” to food, if food 
is within his reach 1 or again, has he a “ right ” to sell 
himself into slavery ? Has a man a “ right ” to marry as 
many women as may be willing to marry him ? It would be 
easy to multiply such questions. The examples we have 
given will, however, be sufficient to ilinstrato the great 
difficulty of defining the rights, in the exercise of which 
a government should aim at protecting its subjecta But, 
in spite of all difficulties, the task must be attempted. The 

^ It is clear that if individuals have unliinited rights of ownersliip, 
the whole surface of the globe might come to be owned, and the 
owners would have a “ right ” to order the landless to depart from 
off the earth. 


Definition 
of Rights, 
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laws of every goyernment are to be regarded as provisional 
definitions ; but these have constantly to be revised in the 
liglit of the morality of the age, and the views it takes of 
ex]:)sdiency. 

Moreover, governments are not necessarily to be confined 
to discharging their primary functions. There are many 
desirable things which a community can do secondary 
better through its government than by the functions, 
private action of individuals. In England, for instance, 
the Postal system is probably better than that which would 
have grown up if the carriage of letters had been left to 
private individuals. Our towns are better lighted than they 
would be if all citizens were left to make such provision as 
they chose by voluntary action. Yet it can scarcely be 
maintained that men have a natural “ right ” to have letters 
under an ounce carried for a penny j or a particular amount 
of artificial light in their streets. 

Few people will he disposed to question that the test by 
which the functions of government are to be determined is 

mainly that of expediency : though most would 

° Expediency 

hold that this must be limited by a regard for limited by 

moral considerations. If a balance of ex- 
pediencies seemed to favour the killing off of idiots or 
weaklings, most people would nevertheless protest against 
such a policy. On a similar principle, it is generally admitted 
that no individual ought to be left to starve in a community 
where there is sufficient for all. Apart, therefore, from 
questions of general expediency, the fundamental principle of 
the English Poor Law would probably be accepted ; but even 
here it is expediency that must determine the conditions and 
amount of relief given by the joint action of the community 
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to its indigent members. And if our space allowed us to 
examine the various subjects on which State interference can 
be justified or condemned, we should probably find that in 
each of these expediency was the main, if not the only test. 

It is necessary to insist on this, because many people speak 
as if Political Economy condemned all State interferonces 
that are not directly aimed at protecting the persons or the 
property of its individual members. Such a view could only 
be rationally maintained, if it could be shown that everything, 
except the direct protection of persons and property, is likely 
to be better done if the State abstains from interference with 
Assumptions ^ (1) that all people are the 

ofiaissez best judges of their interests, or, at least, that 
they are likely to judge better than the State, 
(2) that the interests of the State are always identical with 
the interests of its individual members. Neither of these 
assumptions seems to accord with facts. With reference to 
the first, it has to be noticed that there is a large class 
(namely, children) who are plainly not competent to be the 
sole guardians of their own interests, and that, in many cases, 
experience proves that parents are not to be trusted with the 
sole care of these. To the children wc must add many who 
from mental or moral incapacity must be placed in tbe same 
category. In the case of some governments, as in the case of 
British India, there is also a real presumption that, in some 
cases, the government will judge better than the governed of 
the interests of the latter. Nevertheless it may, perhaps, be 
Partial truth that if we coufine ourselves to adults, 

of the first aiid to such couutrios as our own, there is a strong 
assumption. probability that men will be better 

judges of their interests than the government can be ; or, at 
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least, that it is better not to interfere with their judgments in 
the matter ; that if they make mistakes they had better be 
left to learn from experience, rather than have their conduct in- 
terfered with by government, so long as they do not encroach 
upon the like liberty of others. I say, in such a country as 
ours ; but I am not prepared to say that the attempts made by 
English Governments in former ages to regulate prices, wages, 
and methods of work, have invariably failed, or done more 
harm than good. But the increased complexity of business 
that followed on the Industrial Eevolution at the close 
of the last century greatly aggravated the difficulties of 
wise Government interference. The introduction of modern 
forms of machinery, which have resulted in our factory 
system, the improved means of communication which hav« 
established close commercial relations between England and 
almost all parts of the world — these and other forces have 
compelled our Government to relinquish attempts which, for 
centuries, it made with some success ; and it may fairly be 
lioped that the spread of intelligence and education have 
helped to turn the balance against government interferences in 
the direct interest of its adult subjects in our own generation. 

The question is less certain when the interest is not 
immediate. There are many in our midst who are under the 
strongest temptation to make the best terms they can for the 
present, and to leave the future to take care of itself. It has, 
for instance, been thought necessary to pass Truck Acts to 
prevent, or limit, the payment of wages in goods ; although 
it might plausibly he maintained that workmen were likely 
to judge for themselves, far better than the Government 
could, what kind of remuneration they would covenant to 
work for. But when we pass on to consider the 
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second assujnption which lies at the bottom of the doctcine of 
hisi^es fair c (the doctrine that Governraenb Iiad batter confine 
Fallacy of direct protection of its sabjects from 

the aecond fraud and violence), wo shall find that it cannot 
assnmptton. accepted. The “economic” interest of 
oach generation is to get for itself as much wealth as it can 
from the materials and tools at its disposal. The “ economic ” 
interest of each individual is similarly limited to his own 
power of amassing wealth. But the G-overnment is the 
trustee for the future as well as for the present. It is bound 
„ , to husband the national resources, and to protect 

national re- them, if uot against the short-sightedness of 
sources. individuals, at least against their selfish neglect 

(complete or partial) of the interests of posterity. Now of 
all the national resources, the most important is a strong, 
healthy, skilful, and moral population. Soma of our colonies 
might serve as good examples of the fact that a country 
which is wretchedly poor, while inhabited by men in a low 
stage of civilisation, may become rich and prosperous when 
another race settles there. Eegions which could barely 
support a handful of savages can provide sustenance for 
millions of civilised men. The gifts of nature lay open to the 
grasp of the former, hut these knew not how to utilise them. 
Or again, if we limit ourselves to a comparison between 
nations that we count civilised, the most cursory view will 
suffice to show that the physicjal and mental qualities of the 
population are, at least, among the most important focts 
determining the amount of the national wealth. The 
husbanding of these, the chief national resources, by general 
and technical education, by sanitary legislation, and other pro- 
tective measures ; by diminishing the fluctuations of employ ' 
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jtietit; ; by proridiiig work, when possible, for those who are 
able and willing to do it; by distinguishing between the 
deserviTig and undeserving paupers, and saving the former 
from the indignity of being classed with the latter ; these are, 
oven from a purely economic point of view, among the 
objects that a government should set before it. The task may, 
in some cases, prove too difficult. England, at present, owns 
liersell incapable of providing work for those willing to do 
it, and of making an adequate distinction between deserving 
and undeserving paupers, without doing mischief more than 
equal to the good she could secure. It is not possible in a 
short text-book like this to weigh the reasons for and against 
the judgment which our rulers have arrived at on these 
matters ; hut at least it ought to be acknowledged as a blot 
on our civilisation that we do not see our way to doing any- 
thing in these directions by State action. In Education and 
Factory Acts, Sanitary Laws, etc., we are doing something. 
Here again we should transcend the limits set to this book, if 
we attempted to discuss how far we are doing wisely what we 
do ; and how far there is more to be wisely done. We will 
only notice that Political Economy is far from condemning 
State interference in these directions. They may be justified ^ 
either as a husbanding of our human resources, or as a 
doing by collective action, what voluntary action would not 
do as well. 

' The material I’esonrces of a nation may also often with advantage 
he protected from a destruction that w'ould be brought on them by the 
short-sighted greed of individuals, or by their disregai'd of the interests 
of future generations. The Pollution of Rivers Act of 1876, and the 
Alkali Act of ISSl may be mentioned among the measures by -which 
our Parliamcjnt has recently sought to fulfil the function. Among the 
Acts which aim at the protection of our human resources, the Mining 
Acts and Artisans’ Dwelling Acts, would, of course, be included, 
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h. few words must be here introdneed os to the disad- 
vantages of State administration. Those grew chiehy out of 
state ad- absence of competition, and of the sort of self- 

ministration. interest which gives efficiency to the administra- 
tion of much of the business of our country. Tlie absence 
of competition is not an unmixod evil. If it witlidraws a 
stimulus, it saves much waste. Tho Post-Office arrangements 
■will illustrate this. If the work were left to voluntary 
agencies there would probably be several competing 
companies covering m\ich of the same ground. This would 
involve much useless expenditure, and though the public 
would gain something by the competition between the com- 
panies, it is probable that most of the advantage would be 
lost by the ease with which the companies could come to an 
agreement with one another. Experience shows that when 
there is a possibility of combination, competition ceases to be 
effective, and the objections to a government monopoly are 
greatly diminished. In the same way there are real disad- 
vantages in the growing tendency of towns to manage their 
own gas and water supply j but experience seems to show 
that these are more than counterbalanced by the advantages 
of municipal administration. If these undertakings were in 
private hands there would practically bo little competition, 
and although self-regarding motives are less operative where 
the profits do not go to the actual administrators, it does not 
follow that this leads to such loss of efficiency as would 
balance the gain of having these works under public control 
and managed in the interests of the public. It may bo 
noticed that there is at present a tendency for many kinds of 
business to pass into the hands of joint-stock companies, 
which are subject to most of the same disadvantages a« a 
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public body. In both cases the profits do not go directly to 
those who actually supervise the work, and yet in many 
forms of business it is found that companies are more suc- 
cessful than private capitalists. It may reasonably be argued 
that there is a similar tendency for the progress of society to 
diminish the disadvantages of Government managementj 
even apart from the growth of public spirit and of the more 
intelligent control which constituencies may be expected to 
exercise over their representatives and the officials who are 
their servants. On the other hand, there can be no doubt 
that government and municipal work is often badly done; 
that it is often tainted by jobbery and throttled by red tape,' 
and that its machinery is often cumbrous and wasteful. It 
must not, therefore, be assumed, that because our central and 
local governments undertake with advantage many functions 
which were formerly left to private agency, all extensions of 
their functions are to be approved. In most cases it is only 
experience that can finally determine the gain and loss of 
such extensions. But the considerations mentioned above 
should mitigate the well-grounded distrust of proposals for 
extending the sphere of government. Each proposal has to 
be judged on its own merits ; but it has to he remembered 
that the greater regularity of employment must be counted 
among the advantages of extending the functions of public 
bodies. Irregularity of employment is among the worst 
evils from which our working classes suffer, and anything 
which diminishes this, is worth paying a price for. It has 
next to be noticed that the advantage of Bearing of 
extending the functions of government often on 

depends partly on whether the system of Government, 
taxation Is good. Take for instance, a proposal to improve 
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the edTioation given in elementary schools, in a way tliat will 
add to their cost. The desirability of such impi-ovemeut 
?nay bo unquestionable j but it has to be balanced against 
the expense ; and the question arises who will liave to hear 
this additional burden. The subject of taxation must be 
deferred to a later chapter, but it may be nothjed tlud. a 
change in the system of taxation might make much expendi- 
ture desirable which in present circumstances would [dace au 
excessive burden on industry, 

STJPPLEMENTAKY READINa 

Mill, Book v. Chap. xi. 

QUESTIONS. 

1. Oonaifler the arguments for find against the following (for eucii a 
country as England) : — 

{a) The Htate owning and working Railways, 

(?>) Municipalities starting Relief Works in times of ■,?j)eoia1 
depression. 

(c) The State fixing a maximum of wages, or a maximum of 

hours of labour, 

(d) State-aided Emigration. 

2. On what principles, in your opinion, should the State give relief 
to the destitute ? 

S. Discuss whether those who have no children may fairly be taxed 
to support schools for the education of other people’s children, 

4:. Distinguish between the necessary and the optional functions of 
government. Under which slmuld you place the issue .and regulation 
of the currency f 
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TAXATION. 

Governments evidently need money for the discharge of 
their various functions. The question how that money can 
be most wisely and justly obtained is one of p. m 
some diinculty. It involves^ three distinct 
problems: (1) In what proportion should the members 
of a community be asked to contribute to 
common purposes ? This is a question of eguity. 

(2) How shall it ])e ensured that the taxes actually fall on 
those from whom it is intended to draw them ? For we 
shall see that people are often able to shift on to 
others the taxes that arc paid in the first in- 
stance by themselves. This is a question of the incidence of 
taxation. (3) There are questions of conve- 
nience and economy. Some taxes cost far more enceTnd”* 
than others in the collecting; and some seem 
to bo or actually are more burdensome than others which 
produce an equal amount for the State. 

Apart from those three problems we may notice that it is 

’ In practice governments sometimes possess land or otlier forma of 
property which prodiice a revenue. They also often obtain funds by 
borrowing. We confine ourselves in this chapter to revenue obtained 

by taxation. ^ 
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Incidence 
of indirect 
taxes. 


eoTOeiiimes thought desirable for goveramont to iuterfere by 
means of taxation with some forms of consumption that are 
considered hurtful to the community. Thus taxes on 
alcohol, opium, etc., may be imposed simply to increase the 
cost of obtaining these means of gratification. 

On the question of Equity, there seems to be a growing 
tendency to regard it as among the functions of government 
Taxing the smmthing towards redressing inequalities 

rich for the of Wealth, The principles of our Poor-Law and 
Education Acts may be defended on various 
grounds, but they evidently involve the idea that the State is 
in some cases justified in taxing the rich for the direct benefit 
of the poor. So again, we exempt from the payment of 
Income-tax those whose income is less than £150 a year and 
we deduct £120 from all incomes under £400 and only 
charge the tax on the remainder. There are obvious dangers 
in carrying too far this principle of taxing the rich for the 
benefit of the poor. There are for instance the dangers of 
driving capital and business ability out of the market, and of 
encouraging idleness, thriftlessness and reckless marriages. 
One of the most difficult problems of statesmansliip in 
democratic countries will probably be that of deciding how 
far the principle to which we are referring can safely and 
justly he carried. But any full examination of the question 
would take us far beyond the limits of an introductory text- 
book. 

Passing next to the question of Incidence, we have said 
that the burden of a tax is often transferred 
from the person who originally pays it. This is 
obvious in the case of what are ordinarily called 
“indirect” taxes. If a government imposes a tax on some 
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commodity (say on tea), the sellers of tea must in the first 
instance submit to a diminution in their profits unless they 
can raiKse the price by the full amount of the tax and sell as 
much tea as they did before. If they can do this, they are 
transferring the whole of the tax to the consumers. If there 
is a fall in the profits of the sellers, labour and capital will 
gradually be transferred from the trade, or at least their flow 
into the trade will be checked. This process will continue 
till the profits have been brought up to the level of those in 
other trades of a similar character. In the long-run the fact 
that there is a tax on tea wiU not injure those engaged in the 
trade, more than it will injure those engaged in other trades 
of nearly the same grade. The tax will either fall on the 
consumer, or be distributed over a number of trades. But it 
is not merely (so-called) indirect taxes whose incidence can 
thus he shifted. Thus a tax imposed on capital or interest 
may fall partly on the wage-earning classes, incidence 
For such a tax may diminish the accumulation of 

on capital; 

capital, or lead to its going abroad, and this will 
tend to raise the rate of interest at the expense of the wage* 
earners, as well as of those who actually borrow. Similarly 
a tax laid upon wage-earners may be partly transferred 
to employers and partly to capitalists, especially and on 
if it affects the population by delaying marriages, 
lowering the birth-rate, increasing emigration, or raising the 
death-rate. It is evident however that such results are 
uncertain. We have seen that a fall in the rate uncfsrtainty 
of interest actually increases some of the motives of diffusion, 
for saving ; and that poverty sometimes encourages reckless- 
ness and saps the energy of a people ; but even apart from 
these opposing forces there is too much uncertainty about the 
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operation of the diffusing laws — too much friction, so to 
speak, and immobility of labour and cajutal to enable the 
tii’ansfer to be confidently anticipated, at least within any 
moderate time. On the whole, if there is a tendency for 
taxes laid on any particular class to bo diffused ovcu the 
whole body of the community, there is also a tendency for an. 
undue portion of the burden to remain where it was 
originally placed. 

It may next be noticed that there is one important class of 
taxes, in which there is little or none of the diffusion to 
which we have been referring. Taxes on land 

Incidence 

of taxes on cannot, as a rule, be transferred wholly or parity 
land. landlords to their tenants, or to any 

other section of the community, at least when competition is 
keen. The reason why a tax on tea can be partly or wholly 
transferred to the consumers is, that the importation of tea 
will be diminished, unless the public will pay a price that will 
cover the tax after providing normal profits to the tea-dealers. 
The growers of tea will similarly need normal profits to 
induce them to keep up the supply. But of tod, the supply 
in any country is a fixed quantity. The demand for it is 
not affected by the tax. There is nothing, therefore, to alter 
the price obtainable for its use. In other word.s, the land- 
lords cannot recoup themselves by raising rents. Even if the 
tax has to be directly by the tenant it will ultimately 
and in the long-run fall on the landlord. A landlord wlio 
could get £50 as rent for untaxed land, will only be able 
(normally) to get £40 if the tenant knows he will luive to 
pay a tax of £10 on it. It may be necessary to remind the 
student here that this argument does not apply to the ^‘rent” 
of houses and improvements, which indeed, are not “ rent ” 
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in the economic sense. A house-tax may check the building 
of houses, iusfc as a tax on tea may diminish the 

. ■' Incidence of 

importation of tea. But the “ rent ” of a house rates and 

consists theoretically of two parts. One portion 
represents the annual value of the land, and this portion is 
subject to the forces which we have been considering above. 
The other portion is properly interest on capital, builders’ 
profit, and payment for depreciation. The supply of houses 
will not be kept up unless builders can get normal remunera- 
tion for their labour and capital. A tax on this second 
portion of rent will therefore be transferred to the consumers, 
t.e. the tenants. A concrete example will help to explain 
the incidence of Taxes or Rates estimated on the annual 
value of houses. Let us suppose a house rated at £ 50 , of 
which £20 corresponds to the annual value of the land on 
which the house is built ; and let us suppose that there is a 
rate or tax of 5s. in the pound on the house. The tendency 
in the long-run will be for 2s. in the pound to fall on the 
landlord, and 3s. in the pound on the tenant, whether the 
rate is aotiiallj'^ paid in to the collector by the one or by the 
other. It is mainly a matter of convenience, whether such a 
tax shall be levied from the landlord or the tenant, except so 
far as leases, ignorance, stupidity, etc., delay or prevent the 
operation of competition. In case,s where there is a lease it 
is plain that the party on whom the tax is imposed will 
have to bear the burden ; but when the lease has expired 
the terms of any new arrangement will be made with 
the knowledge of how and by whom the tax has to he 
paid. 

The que.stious of convenience and economy which affect the 
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choice between different taxes and different modes of collect- 
coBveniencc them are too varied and complicated to be 
and economy, treated of here. I think it will be best simply 
to say a few words on some of the chief classes of taxes 
taken in turns : 

1. Customs and Excise . — We have seen in a previous chapter 
that it is generally unadvisable to impose taxes on imports 
for th:e sale of encouraging native industries. This does not, 
however, involve the condemnation of Customs duties, levied 
simply for purposes of Eevenue. Any “protective” effecte 
of such a tax can he avoided by imposing a corresponding 
“ excise ” duty on the home product. Thus we balance our 
customs duty on Foreign spirits by a corresponding excise 
duty on British spirits. Taxes on alcohol, opium, tobacco, 
etc., are generally levied, not merely for purposes of revenue, 
but also in order to check habits regarded as involving moral 
and physical dangers. The advantages and disadvantages oi 
such interferences with special forms of consumption will not 
he discussed here. Limiting ourselves to other considera- 
tions, we will notice that Customs and Excise duties may bO 
defended on several grounds, such as that being ultimately 
paid by consumers in the form of slightly increased prices, 
the burden is not perceived to anything like the .same extent 
as that of equivalent direct taxes would be j or again, on the 
ground that these taxes can be easily limited to articles of 
luxury. Against this, we may notice (a) that it is a ques- 
tionable advantage that taxpayers should not realise what 
they are paying. The concealment may diminish dissatisfac- 
tion, but it is likely also to dimmish the checks on national 
extravagance. (&) Indirect taxes generally involve greater 
expenses of collection than do equivalent direct taxes, 
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and even apart from tliis, the rise in prices which they 
catise is generally more than equivalent to what govern- 
tnent obtains. In many communities it can scarcely be 
questioned that it is desirable to raise part of the revenue 
l)y Indirect taradon; but as these communities advance in 
civilisation, public spirit, and intelligence, the proportion 
which direct taxes bear to indirect -will probably increase. 

2. Imome-Tax.—There is an evident simplicity about making 
each man’s contribution to national purposes depend on the 
amount of his income. The tax may be made strictly pro- 
portional, or progressive on larger incomes ; or any system of 
exemptions and modifications may be adopted according to 
the prevailing ideas of equity or expediency. But it is 
almost impossible to discover the exact incomes of many 
persons. If a government relies largely on the returns made 
by the persons to be taxed, a premium is evidently given to 
dishonesty. Attempts to prevent falsification are apt to be 
I esented. In countries where it is considered important to 
conceal the burden from the taxpayers, an Income-tax is of 
course a specially undesirable way of raising revenue. 

S. Land-Tax . — A land-tax is, in many respects, the best 
form of taxation. We have seen that as a country advances 
in population and industrialism there is every probability 
that the value of its l.-uid will rapidly increase, especially that 
of the land on which its towns are built. In a country like 
England, this unearned increment” would amplj'^ suffice to 
defray all the expenses of government, and if this increment 
h;ui been reserved for the State there would be no need of 
ot,iier taxes. The whole revenue would then be raised in a 
way that 'would not press on capital or labour; and the 
nation 'iv'ould have, for national purposes, the amount it has 
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added by its labour and thrift to the value of its land. It 
does not, however, follow that it would be right or (jxpedient, 
in preseut circumstances, to transfer the whole burden of 
taxation on to the huidowners. It must be rornembered 
that those wlio have purchased land have purchascsd, under 
(State sanction, whatever increment of value the land might 
receive in subsequent times. One of the hardest problems of 
statesmanship is to reconcile the legal rights established in 
the past, with the rights and interests of successive genera- 
tions. To ignore the former would certainly involve serious 
economic evils, apart from the terrible hardships it would 
inflict on individuals. 

4. E(m€-Tax . — Taxes and Bates estimated on the value of 
dwellings, are, open to the serious objection that they dis- 
courage a most beneficial form of expenditure. It would 
probably be desirable to exempt the dwellings of the poorer 
classes from all rates ^ and taxes, so as to remove impedi- 
raents to the better housing of the poor. Bates proportioned 
to the value of the land on which the houses vm built, would 
not be liable to the same objection. 

5. Death Duties.~~lt may fairly be questioned whether any 
tax whatever should he paid on the inheritance of .a wife or 
young child. In the case of these, the death generally 
involves a serious pecuniary loss, .and the time is specially 
inappropriate for imposing an additional burden. On the 
other hand, an inheritance passing to an adult sou, or to a 
more distant relation or friend, may reasonably be charge*! 
with a coTitribution to the State. When the inheritance is 
large, the tax might be made more tlia,ti ju’opoi'tionally 

‘ Water- ivites .and sinnlar paymeiits for coaycsu<‘nee;3 {ire not of 
comae inoludod here. 
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heavy ; but it is important to bear in mind the danger that 
boavy duties may lead to evasions by means of gifts before 
death, which would deprive the State of all share in the 
property. Property not disposed of by will might reasonably 
pass altogether to the State when there is no very near 
relative to inherit. 

These brief notes are only intended to indicate the chief 
advantages and disadvantages of the forms of taxation to 
which they refer. In England it is thought advisable to 
raise the revenue from a variety of sources. Thus for the 
estimates for 1904-5, the Chancellor of the Exchequer pro- 
posed to raise about 36*5 millions of pounds from Customs 
duties j about 31*5 from Excise; 13 from Death Duties; 
2 from Inhabited House Duty; 30. from Income-Tax. The 
rest of the revenue was to he derived from profits on the 
Post-Office; rents of Crown lands; and other sources, most 
of which can scarcely he included under taxation. Our local 
expenditure is mostly paid for by rates on house values. 


SUPPLEMENTARY READING. 



CHAPTER XV li 


SOCIALISM. 

Socialists advocate an extension of the functions ol 
Government. The extreme Socialist desires that all land, 
Definition of all or most kinds of capital, should be owned 
Socialism. community, and administered by the 

Government. The State is to regulate all or most branches 
of industry, and to decide how the product shall be distri- 
buted. More moderate Socialists advocate only a limited 
interference with individual freedom. It seems desirable to 
confine tbe name “Socialist” to these two parties, and to 
exclude all merely voluntary co-operations, and all mere 
aspirations for a more equal distribution of wealth, leisure, 
and opportunity. 

We have now to ask what Political Economy has to say, 
(1) to proposals to practically transfer to the Government 
both the production and distribution of wealth, and (2) to 
proposals which would involve merely an extension of the 
sphere of Govoniment in matters industrial. 

On the former question it must suffice to say, that as long 
as human nature remains substantially the same, a com- 
Compiete socialisation of industry would be disastrous, 

Socialism, becauso it would so greatly diminish the produc- 
tion of wealth, that in a country like ours the population 

could hardly be supported. At present the desire for wealth 

101* 
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is one of the most ijowerful factors in stimulating industry. 
Much work is, no doubt, done from other motives. But it is 
diiScuit to see how any serious thinker can suppose that 
adequate pressure could be exerted without the stimulus of 
self-interest and family affection. A rigorous socialistic des- 
potism miglit enforce labour, but could not compel the putting 
forth of those mental powers which play a large part in the 
production of wealth. A love of work for its own sake, or a 
fervent altruism, will sometimes suffice to call out a man’s 
best energies. But neither of these is at present sufficiently 
powerful, in the case of the majority of men, to replace the 
self-regarding motives. Whether human nature is ever likely 
to be so modified as to make the Socialistic State practicable, 
is a question which cannot be discussed here. 

Turning now to the more moderate kinds of Socialistic 
proposals, it is important to distinguish between partial 
the following eight distinct varieties : — socialism. 

I. Certain industries miglit be conducted by the State or 
by Local Authorities under conditions generally resembling 
those that prevail in businesses conducted by Transfer of 
private employers. Railways might be national- 

ised, or tramways municipalised, from the same sort of 
motives which have led to the establishment of our National 
Postal System. The desirability of such extensions must be 
decided on the principles laid down on pp, 178 and 179 of 
this book. 

II. But the State might conduct such industries as it 
undertook, not merely for the benefit of’ the 

public, but for the special benefit of those whom as Model 

it employed. It might pay more than the market 

rate of wages, or be satisfied "with shorter hours of labour. 
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This form of Socialism seems unjustifiable, at least if it is 
carried far. The State must indeed be careful not to fall 
behind private employers in the conditions under which it 
gives employment j but if it pays a man considerably more 
(in money, or otherwise) than what ho would receive in the 
open market, it is merely establishing a system of favouring 
one sot of its subjects at the expense of the others. Sucli a 
system would be a most fruitful source of jobbery, and this 
again would impair the industrial efficiency of the ■work. It 
must be remembered, too, that any considerable favouring of 
State or Municipal emphyis increases the difficulty of extend- 
ing State and Municipal agency. It might be advantageous 
to nationalise railways if the administration were to be 
carried on on ordinary business principles. But if wages 
were to be raised and hours of labour shortened beyond what 
would have been practicable and desirable under the system 
of private enterprise, the cost might -u'eH be more than the 
State would or should bo willing to pay. 

Hitherto we have dealt with socialistic [jroposals involving 
a transfer of industries from T)rivate, to public 

Interference , , i i « 

without hands. We have now to speak of proposals for 

iransfer. jgtato interference W'ith industries which are loft 
mainly to private enterprise. 

III. One of the mo.st instructive of these is the propo.sal 
to limit the hour.s of labour by legislation, '.rho difficulties 
Limitation ^f .such interference are great, A uniform maxi- 
of Hours. mum for all trades would be unfair to those 
whose -work i.s especially heavy or dangerous. A variaUe 
maximum wmuld involve a most difficult discrimination. If 
the maximum were placed too low, the trade affected might 
be ruined. Many industries could not provide a living wage 
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and a minimnni profit if the hours of labour in it were 
limited to (sa.y) eight. Blunders might be fatal, and yet it 
would need something like infallibility to avoid them. On 
the other hand, it must be admitted that in some cases a 
legislative interference might increase efficiency, at least in 
the long-run. It is conceivable, for instance, that if no miner 
might be employed underground for more than eight hours, 
the resulting losses would be more than counterbalanced by 
the gains. Some risk there must be. But if a considerable 
majority of those engaged in the trade were prepared to run 
the risk, a strong case may be made out for allowing them to 
do so. The coercion of minorities is often necessary in the 
interest of the majority. We are again driven to the some- 
what lame conclusion that each case has to be tried on its 
own merits. The dangers, however, of legislative inter- 
ference with the hours of labour are so serious that they 
should hardly be run without proof, (1) that the present 
hours are so long as to be hurtful to health, (2) that a large 
majority of the workers favour the interference. 

IV. The difficulties in the way of legislative interference 
with mges are still more serious. The demand for a living 
wage seems pre-eminently reasonable. But unless Minimum of 
the Government will provide work it can hardly Wages, 
insist on a minimum wage. If it lays down a minimum, it 
cannot compel any one to offer employment at this rate. A 
Government that undertook to provide work, at reasonable 
wages, would find itself driven to take over industry after 
industry. It must be prepared to establish the completely 
Socialistic State, which in the present state of human evolu- 
tion seems impracticable, or at least undesirable. 

V. Other direct interferences of Government with the 
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private management of business are seen in Factory Acts, 
Factory Employers’ Liability Acts, and similar measures. 
Acts, etc. These raise far too complicated questions of detail 
to bo adequately discussed in this short treatise. It must 
suillce to say that every such interforence, involves real evils. 
The mere multiplication of inspections and inspectors i.s a 
costly charge on that National income from which wages 
have to be paid. The hard and fast rules which a Govern- 
ment lays down are often unsuited to special cases. There 
is evil too in the transfer of responsibility, and in the tempta- 
tion to evasion. Employers and Employed often combine to 
break the law and to deceive the inspector. But after every 
such allowance has been made, the balance of competent 
opinion is strongly in favour of much Government interfer- 
ence. Mistakes have been made, but it is probable that our 
Factory Acts need extension rather than contraction, or, in 
other word.s, that, in this respect, it is desirable for us to 
become more Socialistic. 

VI, Hitherto we have spoken of direct interferences. Of the 
indirect interferences, perhaps the most important are those con- 
nected with Education. We deliberately tax some 
peoido to pay for the education of other people’s 
children. We deliberately compel children of certain ages to 
go to School. No part of our polity is more distinctly 
Socialistic. But while most kinds of Socialism, tend to inter- 
fere with private enterprise, and to limit the struggle for 
existence, it may fairly bo contended that, in this ca.se, 
Socialism tends in the opposite direction. By fitting children 
for the struggle of life, by developing their intelligence, and 
other industrial qualities (physical, moral, and intellectual), 
w'e are ultimately encouraging private enterprise and energy 
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and all that is best in Individualism. An educated nation 
can afibrd to be more Socialistic than an uneducated one ; 
and heavy as is the costj we should he wise not to trouble 
ourselves so much about this, as about the question of the 
result. The State which has the best, though not necessarily 
the most showy, system of Education will have little reason to 
grudge any expense which it has incurred. Increased know- 
ledge, skill, industry, and honesty add far more to the wealth 
of nations than is expended in developing them. 

VII. Very similar considerations apply to questions of sani- 
tation. So far as these concern factories, workshops, and 
mines, they fall within the fourth of our groups. 

So far as they concern homes, they only in- * ® ‘ ■ 
directly affect Wealth production. In this case, as in 
the last, BO long as we get our money’s worth, the actual coat 
need not greatly alarm us. 

VIII. Our last group of Socialistic institutions and pro- 

posals is even more distantly related to the Production 
of Wealth than the sixth aud seventh. It is ^ 

The Aged 

concerned with the support of the Aged and In- and incom- 
competent. It includes the Poor Law, and such 
proposals as Old Age Pensions. Even these, however, in- 
directly involve interferences with Industry. A system of 
Old Age Pensions might discourage thrift, forethought, and 
diligence. But it might have the very opposite effect. Men 
might work and save to supplement a future pension, who, in 
present circumstances, see no prospect of providing for their 
old age, and therefore make no effort in that direction. 

Political Economists differ greatly from one another in 
their attitude towards Socialistic proposals. They almost all 
agree that the complete Socialism, under which the State 
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owwa the instruments of production, and directs tlie national 
Soci'Ui-m industries, is for the pr 6 S( 5 nt iniftructicahle. Borne 
and the of them, however, look forwai-d to realising some 
Eoonomists. systom 311 tile coursc of a feiY 

generations. Others regard it as a distant ideal, towards which, 
howe-ver, we are moving, and should move, A fourtii section 
either disbelieves in the Socialistic ideal, or relegates its real- 
isation to a very distant future, but jmt favours some or all 
of the eight tendencies enumerated above. While a fifth 
party considers that we have already gone too far in a social- 
istic direction, and advocates a return to more freedom of 
competition. The fourth of these parties seems at pre- 
sent the strongest, and has to be further subdivided, accord- 
ing to whether they view with favour the extension of the 
direct employment of labour, and direction of industries by 
the State, the Municipalities, and other local authorities. 

Such differences of opinion have probably done something 
to discredit the study of Political Economy, It should, 
however, be understood that our science may help the 
solution of social difficulties, without being able to gi'^^e a 
definite answer to the complicated questions touched in this 
chapter. It may enable students better to realise both the 
advantages and disadvantages of proposals upon which it 
cannot pass a final judgment. 

Meanwhile, the variety of opinion among the experts seems 
at least to suggest the great importance of not moving in a 
Tentative Socialistic direction, except in a very gradual and 
Socialism, tentative Way. At every step wo incur dangers, 
the magnitude of which it is impossible to estimate with any 
exactitude. But this seems no sufficient reason for acquiescing 
in a social system which dooms the majority of its members to 
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excessive labour and insufficient comfort, to a narrow culture 
and a brutalising competition, while it dooms a minority to 
still worse conditions — shortening to life, demoralising to char- 
acter, and ruinous to self-respect. Hasty and unwise changes 
might ir.tonsify these evils ; but an unwise caution may not 
only leave them without a cure, but may provoke a rebellion of 
the hungry, more fatal to social well-being than even unwise 
legislation. In conclusion, therefore, we shall venture to 
point out the lines on which progress seems most hopeful. 

It has already been implied, that by improving the con- 
ditions of child-life, the State is adding ultimately to the 
efficiency of labour. The more it can equalise socialism for 
opportunities, the more it can rely on securing 
the best industrial services hereafter. A single scientific 
discovery may revolutionise an industry, or save it from 
destruction. Yet, under present conditions, many of the 
children are denied the opportunity of developing their 
talents. We need to carry further the means for the best 
possible education of those who are best fitted to profit by 
it. Whether the State should also see to the proper feeding 
of the children is a more difficult question. Considerations 
of expense cannot be ignored, and there are serious objec- 
tions to interferences with parental responsibility; but, on 
the other hand, physical well-being is essential to proper 
development. 

Having done what it can to equalise opportunities, it is 
doubtful if the State will not do more harm than good by 
attempting to regulate the wages or hours of socialism for 
labour of its citizens. The hard discipline of 
free competition will call forth powers that would otherwise 
have lain dormant. Individuals will generally understand 
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and promote their own interests better than the State can do. 
Labour will be, as a rule, most wisely and efficiently directed 
when the director is allowed liberty to make his own expei'i- 
ments by free contract with the labourers, and to secure a 
large remuneration for successful direction. Some limitations 
in freedom of contract are no doubt necessary; but it is 
doubtful if these can advantageously he carried much further 
than they are at present. The State, having cared for the 
children, must, in the main, leave the adults to look out for 
themselves during the busy years of life. When, however, 
these have passed, there seems again to arise the need for 
mitigating the evils of competition. Deserving people should 
not be driven to the workhouse, merely because they have 
not been able to make adequate provision for their old 
age. Thei^e are of course difficulties as to the best way of 
meeting this need. But the State, in helping its de.serving 
aged, need not materially check the motives for industry, 
exertion, and self-reliance, at least if it bo admitted that it is 
not at present reasonable to expect the poor to make ade- 
quate provision for their own old age. .tV considerable 
amount of Socialism for the aged, as well as for tho young, 
may be combined with the retention of a system m.-iinly ba-sed 
on individualism, for those who are doing the active work of 
the world, and on whom, in some way or other, tho support 
of the aged must fall. 

Whatever degree of Socialism be accepted, the oust must 
be borne. It seems reasonable that this should fall, as far as 
Socialistic possible, OB the wealthy. Oare must, however, 
Taxation. taljou not to uudulj check the accumulation 
of capital, or the earnings of successful management. How 
far it is desirable to graduate taxation is a difficult question. 
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The present system, irhich favours small incomes, but puts 
moderate and large incomes on an equality, does not seem 
reasonable. 

it may next be pointed out, that while men naturally 
desire to dispose of their wealth by will, they will be even 
less willing to have it taken from them, in the form of 
taxation, during their lifetime. The transmission of large 
fortunes is, in many respects, injurious to the State, as it 
tends to put power (including the direction of industry), into 
the hands of the incompetent, as well as to create a class of 
“idle rich.” 

Of taxes on the living, those that fall on “land” are 
economically less objectionable than those that fall on 
capital or on earnings. It must, however, be remembered 
that agricultural land is to a great extent a manufactured 
article, and belongs rather to the category of “capital.” 
Urhm land, and all land on which houses are built, and still 
more, mused land, held for speculative purposes, are more 
appropriate subjects for taxation than land on which capital 
has been expended, in ways that make it impossible to dis- 
tinguish “ land value ” from improvements. 
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